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COMMENT AND OPINION 


Speaking of Ostriches 

IX its section “Company Reports” The 

Economist has recently published the 
chairman’s remarks to stockholders at the 
annual meetings of many banks. These 
remarks discuss the economic position of 
the United Kingdom at considerable 
length and sometimes with considerable 
vigour. Occasionally, we find a touch 
of humour used to emphasize the serious- 
ness of the discussion. One of the most 
delightful is the concluding sentence of 
the published comments of the chair- 
man of the National Provincial Bank, 
London, who had taken after some of 
the policies of His Majesty’s Govern- 
ment very forcibly: “No one has yet de- 
termined for how long an ostrich can 
maintain its head in the sand without 
irretrievable damage to the bird.” We 
have heard many discussions on whether 
or not an ostrich really does bury its 
head in the sand, but we never consid- 
ered before any time element in this 
connection. If it did put its head in 
the sand, presumably it thought it was 
thereby going to avoid an accident which 
would otherwise overwhelm it. We do not 
think that it would ever occur to an os- 
trich that, by merely putting its head in 
the sand and leaving it there, it would 
accomplish its own destruction by suffo- 
cation. If, then, the ostrich referred to 
is the Labour Government, the speaker 
might have been well advised, in view 
of his lack of sympathy for its policy, 
to let well enough alone. Our readers 
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will understand that this is written be- 
fore Election Day. We have yet to see 
whether the ostrich pulled its head out 
in time. 
Logarithms Again 

OTWITHSTANDING the state of 

nerves about which we wrote in our 
December 1949 issue, we tried an edu- 
cational piece about logarithms and, in 
endeavouring to make our point, com- 
mitted a really fine bloomer. One reader, 
and one reader only, has pointed this out 
to us and, dealing with the last sentence 
of the note, E. W. Pope of Winnipeg 
says, ‘““The inference from the context is 
that the problem is to extract the xth 
root of y. Here the solution is to divide 
the logarithm of y by the integer x, and 
not by its logarithm. The antilogarithm 
of the quotient will then be the required 
root.” We thank Mr. Pope for correct- 
ing us and hope that all our readers will 
now make the necessary changes in their 
copy of the magazine. 


Our corrector goes on to give us an 
easy means of determining the book 
value of fixed assets under the newly 
established diminishing balance method 
of the computation of depreciation: 


When c cost 
r rate of depreciation 
n number of years 
Then book value = c(1—r)2 
or log book value log ¢ plus » log 
(1—r). 


W. R. C. Patrick of Vancouver also 
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wrote to us about logarithms generally, 
and we quote from his letter,— 

Surely Saturday Night referred not to 
logarithms but to a revival of the old 
tables of quarter-squares. They are based 
on the fact that: 

(x + y)* — (x — y)? = xy. 
-_— _ 

Given that x and y are two numbers to 
be multiplied, it is necessary only to sub- 
tract one-quarter of the square of their 
difference from one-quarter of the square 
of their sum in order to find the product. 
The table makes this easy because the 
“quarter-squares” are printed opposite each 
of a series of numbers from, say, 1 to 1000. 
If 92 and 64 are the numbers, the user 
looks up 156 and writes down 6084, looks 
up 28 and writes down 196, then deducts 
this to leave the product of 5888. 


My interest was really roused by the 
mention of Chambers’ Tables, because 
many editions of this work have quarter- 
square tables among a miscellany of in- 
formation at the end. One of the inter- 
esting points about such a table is that 
usually the fractions are ignored. The 
square of an even number is a multiple 
of four and the square of an odd number 
is one more than a multiple of four, so 
that all quarter-squares are either integers 
or end with the fraction 1%. When the 
sum of two numbers is odd, the difference 
is odd and therefore the two fractions can- 
cel out. 

Incidentally very accurate cylindrical 
slide rules were sold by Stanley's in Lon- 
don at least 40 or 50 years ago. 


Correspondence Between Students 
WH EREK du Pré, editor of The Ac- 
countant, London, writes us that a 
student who has sat for the intermediate 
examination of the Institute of Chart- 
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ered Accountants in England and Wales 
has asked him if he could be put in 
touch with a student in Canada with 
whom he might correspond to their mu- 
tual benefit. 


Mr. du Pré expects that others also 
will wish to establish contact with their 
opposite numbers on this side of the wa- 
ter and is prepared to assist in establish- 
ing contacts. ; 

Should any of our students in Canada 
wish to enter into such an exchange of 
accounting views and friendly correspon- 
dence, he should write to The Canadian 
Chartered Accountant in the first instance 
and we shall advise Mr. du Pré accord- 
ingly. ‘This seems to us to be a most 
worthwhile way of broadening one’s 
knowledge and acquaintanceship to say 
nothing of the value to be gained in 
the art of writing letters. 


Saving Time and Money in the Office 
a four articles immediately fol- 

lowing these comments and obser- 
vations all relate to the subject de- 
scribed in the title to this paragraph. 
The four articles were in fact papers 
delivered to a panel discussion group 
at the last annual meeting of the 
Dominion Association in Toronto a 
few months ago. They would have 
appeared in this journal somewhat 
sooner had it not been for their auth- 
ors’ request to postpone publication so 
that the papers might be delivered 
orally to the February meeting of the 
National Office Management Associa- 
tion. We make this explanation to 
forestall any critic who might other- 
wise wonder at so long a delay. 





The Principles 
Of Office Efficiency 


By G. T. R. Plummer, C.A. 


Modern techniques should be applied 
to the organization of office personnel 





— information published by 
the National Office Management 
Association indicates that the number of 
“white collar workers” in Canada and 
the United States has increased by a con- 
siderably higher percentage than factory 
workers since the beginning of World 
War II. Granted that comparing such 
large groups presents many opportuni- 
ties for erroneous conclusion, neverthe- 
less I do believe that factory manage- 
ment has performed a considerably better 
job on the whole than we in the office 
in recovering at least part of the very 
substantial increases which have occurred 
in the general level of wages by the de- 
velopment of labour-saving methods and 
devices. A large part of the reason, of 
course, is that the piece-work wage sys- 
tem permits a more accurate determina- 
tion of unit labour costs in the factory, 
while similar information is not avail- 
able to the office executive who might 
attempt to determine the labour cost of 
producing a letter, invoice or financial 
statement. Nevertheless, that substan- 
tial increases have occurred is undeniable 
and, therefore, to play our part in the 
management team we must endeavour to 
increase the per man output of the 
office or clerical worker by the applica- 


tion of better clerical systems, avoidance 
of both duplicate effort and authority 
and, of most importance, place a con- 
siderably greater emphasis on the in- 
telligent use of up-to-date office machin- 
ery and equipment. 


Assignment of Responsibility 


Let us deal first with a fault of organ- 
ization that few large enterprises have 
successfully corrected. I refer to the 
proper assignment of the responsibility 
for clerical routines. In most companies 
the production, engineering and all fac- 
tory personnel are completely the re- 
sponsibility of the factory executive; 
similarly all the persons who sell or mer- 
chandise are under the supervision of the 
sales manager; but in too many organ- 
izations the responsibility for office, cler- 
ical and stenographic personnel is divid- 
ed among factory, sales and office man- 
agement. I have no doubt that you have 
frequently seen two persons performing 
almost identical tasks of a clerical nature 
in different divisions of the organization. 
You may also have seen in a company 
where, despite a sound salary structure, 
the condition exists of employees in one 
division of a company quickly rising to 
the top of their range, while others do- 
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ing identical work with equal ability in 
another part of the organization taking 
many months longer to reach the top. 


Unified supervision of office workers 
must be accomplished to avoid the sense 
of grievance that can grow from such 
inequalities. It would promote a better 
understanding amongst employees, gain- 
ing their co-operation in emergencies 
brought about by illness and peak loads 
of work. Carrying spare staff for such 
situations cannot be considered econ- 
omical. 


I submit that a factory manager or a 
sales or merchandising manager is no 
more competent to instal and supervise 
a clerical routine than an office manager 
is to make a product or sell it in a com- 
petitive market. Although complete con- 
trol is not always desirable, I would sug- 
gest that we all think and prepare our- 
selves to encourage company management 
to bring all office workers where they 
belong — under the supervision of the 
office manager or controller. He can 
then proceed unrestricted to exercise his 
specialized training and ability to regu- 
late flow of work, improve system and 
assign responsibility of clerical effort, 
and generally avoid the duplications 
which are so frequently found to exist. 
The results might be centralized steno- 
graphy, a centralized business machines 
department or others, even though the 
department might only consist of one or 
two skilled persons. 


The Office Engineer 


My second suggestion, and I would 
again refer to the work and excellent 
progress of our factory friends in the 
field of job engineering, time and mo- 
tion study and work simplification, 
is that even a moderately large office 
should have one well-trained person with 
a good company background who would 
be the opposite number of the design or 
industrial engineer in the factory, and 


whom we might call the office engineer. 
He would be a man who could be freed 
from all the ordinary responsibilities of 
an office executive such as accounting 
problems, budgets, tax and government 
returns, with the time and freedom from 
distraction to approach the problem of 
flow of work, clerical routines, use of 
stationery forms, installation of mechan- 
ical equipment, with the same full con- 
centration on the minute detail of each 
point and issue in his research and study 
as that exercised by the factory engineer. 


I know of one large company with 
over 400 office employees spread through- 
out Canada and the United States where 
the responsibility for system is left to 
one member of the general accounting 
department. A factory with a similar 
number of employees would probably 
have a department of five or more per- 
sons with no other responsibility than 
to improve labour output and reduce 
waste. There is no question but that 
the intentions of most office executives 
are good in this respect, but generally 
these men are already burdened down 
with other operating problems which do 
not permit them the time to carry out 
such detailed studies. 


In the smaller office, the job could be 
combined with that of possibly office 
personnel manager or the responsibility 
for preparing operating manuals. Or, 
alternatively — and I think preferably 
— the small office manager should be 
able to turn to his auditors for a periodic 
review of his office organization and sys- 
tems. The outside expert possesses an 
important advantage in this field because 
he has none of the preconceived ideas 
nor is he as hampered by company tra- 
ditions or personalities as would be the 
experience of the permanent employee. 
All too frequently the latter makes as- 
sumptions that are incorrect, such as that 
certain routines must be providing essen- 
tial and indispensable information be- 
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cause that is how he, himself, had estab- 
lished them many years before. Here 
then is a challenge to the professional 
accountant to equip himself with the 
knowledge and skill to perform this im- 
portant service for which he is bound 
to have many demands as industrial com- 
petition becomes keener and the need to 
reduce costs more apparent. 


Mass Production in the Office 


My third suggestion is that greater at- 
tention be given to the economies which 
can result from the wise, and I emphasize 
““wise’’, use of business machines, and the 
application of mass production methods 
to the office. I would, of course, suggest 
that the person I have named as office 
engineer should acquire these skills. The 
task of choosing the best machine for a 
new application in the office is not a 
simple one for there are many different 
makes and kinds; for example, there 
are over 300 makes of typewriters, 60 
different adding machines and at least 
30 types of bookkeeping machines each 
with its own peculiar features, which may 
or may not be suited to the problem in 
hand. Before any commitment is made 
to purchase a machine, however, I would 
like to suggest these preliminary steps 
be taken: first, all like manual opera- 
tions being considered, the mechanization 
should be brought together on a mass 
production basis and the result carefully 
studied so that all unnecessary operations 
may be eliminated. Secondly, the maxi- 
mum efficiency obtainable on a manual 
basis should be determined because very 
frequently the installation of an office 
machine can show a saving which would 
justify the capital expenditure involved, 
merely because the manual system had 
not been efficiently operated. There is 
no doubt that machine installations have 
often been made which have shown most 
startling savings, whereas a little study 
of the system, eliminating unnecessary 
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operations and simplifying the routine, 
would have realized the same saving 
without any capital investment. I do 
feel, however, that we must recognize 
a basic principle that man is more ef- 
ficient as a thinker and creator than as a 
heaver of wood; his horsepower rating 
is terribly low and, consequently, gener- 
ally a machine can do manual work fast- 
er and more accurately than he. There. 
fore, we should perform as many strictly 
manual operations with machines as is 
reasonably possible. 

If a job involves a large amount of 
repetitive clerical effort, I suggest the 
time has arrived to consider the machine 
installation. An office machine should 
be purchased on the same basis as a 
machine in the factory. Before commit- 
ting for the capital expenditure, the per- 
son recommending the equipment should 
be called upon to justify the expenditure 
by showing the annual return on the 
capital investment which will arise 
through the savings which are antici- 
pated. From my own experience I 
would think that you might well estab- 
lish the standard rule whereby the ma- 
chine should pay for itself in two to 
three years. This is not an unreason- 
able requirement. When considering the 
type of equipment to be installed, I 
would suggest that you set down the 
problem on paper to your own satisfac- 
tion, then call in representatives from 
the office machine manufacturers to as- 
sist you. I have personally found repre- 
sentatives of the large manufacturers to 
be men of fine reputation and sound 
training, who can assist you materially 
in developing a system. 
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In choosing the machine best suited 
to the job, there are many questions you 
must ask yourself, such as whether or 
not you require multiple register mach- 
ines, multiplying features, credit bal- 
ances, visibility of the writing line, a 
special machine carriage, special type of 
printing action, combined dates and sym- 
bols, and the like. The basic character- 
istics of the leading makes of the par- 
ticular machine which you have in mind 
should be carefully studied, and this will 
gteatly assist in making your choice. 


When the equipment is installed, it is 
well to continue to examine its perform- 
ance as you will generally find the ma- 
chine will be capable of a great deal 
more work than the machine manufac- 
turer suggested and that many other ap- 
plications can be given to the equip- 
ment, but it is only by close study of its 
output that these factors can be appreci- 
ated. It is also important that in a 
large installation the machines are never 
idle. Hours of work should be shifted 
so that the machines are operating dur- 
ing every minute of the day. This not 
only assures the maximum efficiency, but 
often permits several persons to be fa- 
miliar with its operation. 


Cost Tabulation 


My fourth suggestion to assist in 
saving money in the office is that the cost 
of operating the various sections of the 
office be tabulated according to cost cen- 
tres, as in factory costing, with each 
unit supervisor being made familiar with 
the costs over which he has direct con- 
trol. Then I would suggest that stand- 
ards of performance or “‘yard sticks” be 
established for each of such cost centres, 
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related to the actual dollar costs as well 
as the number of persons employed in 
each section. For example, the cost sheet 
of the invoicing department might show 
the number of invoices produced per in- 
dividual as well as the unit cost of pre- 
paration. In the payroll preparation 
department, the cost and number of per- 
sons can be related to the value of the 
factory payroll or the number of persons 
on the factory payroll. In the mailing 
department the number of persons in 
the department can be related to the 
pieces of mail handled. The number in 
the stenographic section to the number 
of cylinders or letters handled and even 
related to the number handled by each 
individual. This comparison should be 
available for current period, previous 
month, same month in the previous year 
and possibly the average of the 1939 
to 1940 periods, whichever is most suit- 
able in the individual enterprise. Sound 
costing of office effort is essential to 
create the state of mind in the organi- 
zation which permits the maximum efh- 
ciency at the lowest possible cost. 

I leave you then, these four sugges- 

tions: 

1. Improve the organization to bring as 
many as possible of the essentially 
clerical and stenographic services un 
der the chief office executive. 

2. Appoint and train a skilled office en- 
gineer or, alternatively, ‘make a peri- 
odic call on the auditors to review 
the clerical routines. 

3. Consider the maximum use of business 
machines where the purchase can be 
justified by savings. 

4. Prepare operating expense statements 
by cost centres under the unit super- 
visors and establish standards of per- 
formance and output for each. 








A Revolution 


In Conventional Bookkeeping 


By H. B. Halliday, C.A. 


The trend towards the elimination or 
condensation of specialized books of original entry 





Fo SOME years past now there has 
been a definite trend in large organ- 
izations towards the complete elimina- 
tion or condensation into a mere skele- 
ton of the previous specialized books of 
original entry. There has been in effect 
almost a complete circle in bookkeeping 
technique. 


Specialized Books 

When bookkeeping first started, ledg- 
ers only were maintained; these were 
used in order that a business man 
might know what money was owing 
to him and also what money he owed 
other individuals. This at times was 
found not to be too accurate. In the 
second stage a journal was put into use. 
This was in effect the start of double 
entry bookkeeping. This journal record- 
ed every kind of transaction in chrono- 
logical order and each entry was posted 
individually to the various ledgers. This 
was of course a cumbersome method and 
it was soon found more expeditious to 
break this journal down into a series of 
specialized books of original entry, in- 
cluding cash books, sales day books, pur- 
chase journals, etc. By so doing, various 
columns could be instituted into the 


books of original entry so that total post- 
ings from these columns usually made 
once a month could be made to accounts 
in the general ledger. There was, of 
course, a sundry column for those items 
which did not recur with sufficient fre- 
quency to warrant special columns, which 
was posted in detail. This is the stage 
in which most businesses conduct their 
bookkeeping at the present time and is 
the method that is given in most of our 
present text books. In Dicksee’s Audit- 
ing, for instance, in the chapter on audit- 
ing up to the trial balance, mention is 
made of cash books, receipts and pay- 
ments, purchase and expenditure journal 
or its equivalent, sold journals, regular 
journals and other books of original en- 
try. 

The next step has been for many large 
companies to operate a system somewhat 
similar to that which was in use in small 
grocery stores 40 years ago, particularly 
in the case of customers’ accounts. By 
this we mean that such concerns have no 
sales journal and no customers’ accounts 
ledger, but merely a file by customers in 
which are kept copies of the original 
charge slips. From these slips, state- 
ments are prepared when required at 
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regular intervals, usually monthly and 
frequently at staggered intervals (that 
is, cycle billing). 


Recording Sales and Purchases 


Let us commence by considering the 
elimination of the sales journal. The 
sales journal is a book or record in which 
are entered sales invoices as issued. Its 
purpose is to provide a means of arriv- 
ing at the total of sales and the individ- 
ual amounts to be charged to the respec- 
tive accounts receivable. Many firms now 
produce this journal by using a combin- 
ation machine which creates it in the 
same operation by which the invoices 
are prepared. However, quite frequent- 
ly it is a separate operation and quite 
often it is prepared by hand. The list- 
ing usually includes the date of the in- 
voice, invoice number, customer’s name 
and the amount. The journal forms the 
connecting link between the sales docu- 
ment and the customer's ledger account 
which is posted from this listing. An- 
other common form is for a copy of the 
sales document to be pasted into a scrap 
book and the posting made from that 
day book. This has the advantage of the 
ledgerkeeper posting from the original 
document though the book is an untidy 
means of obtaining the total credit to 
sales. Again there are many offices at 
the present time which eliminate entirely 
the work of the listing in the sales jour- 
nal, and also frequently of the posting of 
the customers’ ledger. In place of such 
journal, files of invoices are prepared 
and handed to the ledgerkeeper for post- 
ing or filing purposes. A very import- 
ant advantage to be obtained from this 
method is that the copies of the invoices 
can be sorted by ledger and account, and 
posting or filing is thereby greatly facili- 
tated. This is particularly true where 
more than one ledgerkeeper is employed 
as each can work simultaneously on his 
own invoices thus avoiding the need on 
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occasions to wait until the sales journal 
is not being used by someone else for 
either listing or posting purposes. As a 
general rule before sending the invoices 
to the ledgerkeeper, an adding machine 
list of the invoices will be run so as to 
provide a total for posting to the account 
receivable control. In most cases, any 
desired breakdown of sales can be made 
at the time the control totals are being 
arrived at. In some instances where de- 
tailed breakdown of sales is required, 
tabulating machines are used to obtain 
such sales statistics. The invoices go to 
the ledgerkeepers in files or batches, each 
file or batch having a predetermined 
total. These recapitulations are summar- 
ized on a monthly basis so that single 
monthly postings may be made to the 
general ledger to the debit of the various 
customers’ ledger control accounts and 
the credit of whatever sales accounts are 
required. 

The extension of this idea to include 
the purchase journal is also now quite 
common. Invoices for incoming mer- 
chandise after being verified in the re- 
ceiving department are sorted by what- 
ever department or purchase classifica- 
tions are required and totals procured. 


The invoices are then sorted alpha- 
betically and posted either to the sup- 
pliers’ ledgers or held in file for payment 
purposes, or posted on whatever voucher 
system of payment may be in effect. De- 
pending on the purchase distributions re- 
quired, it may be possible to post the 
invoices directly on to voucher payment 
sheets with a machine which will have 
sufficient breakdown facilities to give 
purchase distribution. Again recapitula- 
tions would be prepared for each file or 
batch of invoices, which would in turn 
be summarized monthly, so that debits 
may be posted to the various department 
or purchase trading accounts and credits 
to the creditors’ ledgers control in the 
general ledger on a monthly basis. 
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In the case of the T. Eaton Company, 
it is necessary to distribute purchases to 
over 600 retail departments and at the 
same time to establish an invoice control 
while the invoices are out in the receiv- 
ing rooms for the purpose of actual check 
against merchandise received. 


Obtaining Purchase Statistics 


We also require a considerable amount 
of purchase statistics. In order to ac- 
complish this, all invoices whether re- 
ceived by mail or with the merchandise 
pass through our general office first. 
Here the invoices are sorted department- 
ally and each department’s invoices for 
each day are listed on what we term 
bill reports, invoices being attached to 
their respective bill reports and sent to 
the various department receiving rooms 
to be checked against merchandise re- 
ceived. There is a tissue insert copy 
of the bill report which the office keeps 
on file departmentally. This insert copy 
acts as our control of invoices and is with- 
drawn as bill reports with invoices at- 
tached are returned from department's 
receiving rooms to the office. When re- 
ceived from the department, the invoices 
are detached from the bill reports. The 
invoices are sorted by accounts payable 
ledger and the bill reports by merchan- 
dise ledger in files; control totals are 
established for each file or batch, which 
are in turn summarized on a monthly 
recapitulation for general ledger post- 
ings. Because of the great detail and 
the variety of the distributions which we 
require, tabulating equipment is used for 
charging bill reports to merchandise de- 
partment accounts. The same principle 
exactly can be applied in respect of in- 
voices chargeable to expense accounts. 
Where volume is not large and where 
distribution is not onerous, these can be 
included with the merchandise invoices. 
In cases where volume is heavy enough 
to make balancing difficult or where ex- 
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pense distribution is onerous, conditions 
which both apply in our company, ex- 
pense invoices can be put through sep- 
arately. We again use tabulating equip- 
ment for the debit to expense accounts, 
due to our involved expense distribution 
by departments and expense classifica- 
tions. The principle is however exactly 
the same as in the other two cases. Each 
batch of expense invoices is sorted by 
expense distribution and controlled, then 
resorted by creditors’ ledger and controls 
again established. These controls of the 
files or batches are recapped on a month- 
ly basis for debits to the various general 
ledger expense control accounts and cred- 
its to the sundry creditors’ control ac- 
counts. 


Miscellaneous 


We come next to that large number 
of miscellaneous documents of various 
kinds prepared in different places. By 
this we mean debits and credits to sup- 
pliers’ accounts in respect of overages, 
shortages, errors in invoice extensions, 
claims in respect of prices where invoices 
do not agree with orders, also similar 
vouchers in respect of adjustments to 
customers’ accounts, as well as journal 
vouchers in respect of adjustments which 
will take place between departments and 
in merchandise and expense accounts. 
Included in these miscellaneous docu- 
ments are the travelling vouchers which 
in the case of my company are quite 
numerous. These travel vouchers are 
summarized for each trip in our travel 
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ledger and the travel voucher is used to 
credit the travel account and charge the 
account of the department concerned. 


These vouchers (really journal vouch- 
ers) are put through together in one 
batch or file. They are sorted first by 
debits, ledger controls being established. 
The files holding all vouchers for one 
ledger together with the relative ledger 
control total are then sent to each ledger 
for posting, after which all documents 
are returned and the complete batch is 
resorted, by credit ledger, and a similar 
procedure followed to achieve the credit 
postings. These files are summarized on a 
monthly recapitulation for general ledger 
postings to the ledger control accounts. 


Condensation of Cash Books 


In the case of cash books, we have not 
seen any case of a complete elimination. 
Condensation of such books to a mere 
skeleton can, however, be effected. As a 
general rule, receipts and disbursements 
made by a cashiez are required to be 
covered by a properly authorized cash 
voucher. A simple debit and credit list- 
ing of these vouchers on an adding ma- 
chine can be used as the cash book. The 
monthly totals of this cash book will 
be posted to a general ledger control 
account. The vouchers themselves will 
be sorted in order of the various ledgers 
to which they are to be posted, total con- 
trolled and the files given to the various 
ledgerkeepers for posting. The opposite 
side of the entry will be to the general 
ledger control account referred to prev- 
iously and is made from the monthly 
summary of the cash voucher files. This 
is, of course, applicable to only a por- 
tion of the cash distribution. For ex- 
ample, we compile a daily summary from 
our sales checks and cash register read- 
ings. This summary is recorded in a 
columnar journal to provide the neces- 
sary monthly summary postings to the 
credit of sales and certain other accounts 
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and the debit to cash receipts, customers’ 
control accounts, C.O.D. control, and the 
like. You will see, however, that where 
individual postings are required, these 
are made from files of the vouchers 
themselves summarized monthly for post- 
ings to cash and the various ledger 
control accounts affected. 


Branch Financial Statements 


The same principles can be applied to 
branch financial statements. These state- 
ments will be sent in daily and be en- 
tered on a summary sheet which will 
show in separate columns the general 
sub-divisions of the cash statements. From 
the columns a monthly summary will be 
prepared which will form the basis of 
the general ledger postings. Where de- 
tailed postings are required to separate 
ledger accounts as receivables, payables, 
merchandise or expense accounts, these 
will be made from the individual cash 
vouchers. Such vouchers will be added 
on a listing adding machine, the total 
of which will be shown on the financial 
statement and posted from the cash sum- 
mary to a general ledger control account. 
The individual vouchers will be sorted 
by ledgers and controlled for each batch 
with a summary of these controls for the 
monthly period. We have, under Toron- 
to supervision, about 25 stores and 118 
order offices, all of which have cash state- 
ments. For purposes of posting, these 
are all treated as one unit with one con- 
trol account in the general ledger for 
controlling the whole of the distribution 
of the cash vouchers, both debit and 
credit. 


At one time we operated a special 
stocktaking journal for the voluminous 
entries in connection with the half-yearly 
closing of the books. We since develop- 
ed a special form of journal voucher 
which we use for such entries. This 
permitted the ledger posting direct from 
the voucher and allowed for a ledger 
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summarizing for control account post- 
ings. In addition this method provides 
a ready means of checking vouchers from 
one season to the next to ensure that 
no entries are omitted. All postings are 
of course made directly to the various 
ledgers from the journal vouchers them- 
selves and the general ledger postings 
from a final summary of the stocktaking 
journal vouchers. This is the one excep- 
tion in our general office where we do 
not prepare files for each ledger. 


Summary Postings 

In instances where a large number of 
entries require to be made into one ac- 
count from one source, we have establish- 
ed what we call summary postings. Deb- 
its or credits in such cases are not sorted 
into the appropriate ledger file but are 
kept in a separate bundle and controlled 
by account. These accounts appear on 
our recapitulation for the file and are 
summarized in our monthly summary for 
a single posting to the account concerned 
at the end of the month. This principle 
of summary postings is applicable to any 
of the files, that is expense, claims and 
vouchers, cash vouchers, etc. 


You will therefore see that in general 
it is not necessary to use journals or other 
books of original entry. We have no 
such books in our general offices at all, 
except for bank sheets for cheques is- 
sued from which postings to the relative 
ledger accounts are made. This is neces- 
sary in our case due to bank reconcilia- 
tion which we accomplish through files 
of tabulating cards automatically prepar- 
ed while the cheque is typed. Such a 
means of reconciliation is quite a time- 
saver in the case of involved reconcilia- 
tions. 

A conventional journal is also main- 
tained by us for entries in the private 
ledgers of the different companies and 
another for transfers affecting bank ac- 
counts. 


We also maintain our Toronto sales 
summary and the summary for sales, etc. 
from our branches referred to earlier 
when dealing with cash books. 


Summary 
We would now summarize the advan- 
tages to be gained from the elimination 
of books of original entry and from the 
posting of ledgers directly from the 
original document. These are: 


1. The elimination of the work re- 
quired in the preparation of the various 
journals, day books or other books of 
original entry. 


2. The ledgerkeeper concerned has all 
the original information when he is mak- 
ing his posting which in many instances 
is particularly valuable as he is in a much 
better position to know what information 
is required in his ledger than is the per- 
son who is engaged in the preparation of 
a book of original entry. 


3. The liability to error is greatly re- 
duced as one copy of the information is 
eliminated. This of course eliminates 
errors made in such copying. 


4. The various posting media are 
brought to the ledgerkeeper concerned. 
In other words each ledgerkeeper re- 
ceives a file of documents with a control 
total at his desk. This avoids the con- 
fusion of trying to locate posting media 
which exists when posting is done from 
books of original entry. Each ledgerkeeper 
is in a position to commence work immedi- 
ately the file of posting media is received 
and does not have to wait for other 
clerks to complete their work before he 
can commence. This saves time and ar- 
guments particularly when as in our case 
there are 30 or 40 ledgerkeepers in- 
volved. 

5. Each bundle of documents received 
has been presorted in account order so 
that the actual work of posting is great- 
ly reduced. 


You may consider that the advantages 
to be derived from eliminating books of 
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original entry are confined to concerns 
with multitudinous entries. In my opin- 
ion this is not the case as the principle 
could be applied with advantage to any 
business however small. 


An objection which may be raised to 
the procedure outlined is that auditing 
and reference are made more difficult. Ex- 
perience has proved to us that this is not 
so. All posting media can be filed by 
folios which are used in the ledger post- 
ing so that the necessary reference back 
to the file is maintained. 


Purchase invoices for example may be 
filed by supplier or where required in 
numerical sequence or by accounts to be 


More on "Plain Words" 


In our review (page 181, October 
1949 issue) of Sir Ernest Gower’s 
“Plain Words” we lamented the fact 
that this most valuable little book 
seemed to be not available from com- 
mercial distributors in Canada. We now 


charged or voucher number. In the latter 
cases, the copy of the cheque voucher 
would be filed alphabetically by supplier 
so that a complete cross reference would 
be in effect. 

Concerning an internal audit, the post- 
ings can be checked if thought desirable 
while the posting media are still on file. 
In certain circumstances it may be found 
advisable to serially number special 
vouchers and after posting these would 
be filed away numerically. We find this 
practical in the case of cash disburse- 
ment vouchers. By such means, audit- 
ing to the adding machine strips and 
the checking of the postings to the led- 
gers are not in any way retarded. 


learn that it may be obtained from 
booksellers and the University of To- 
ronto Press at the price of 70c. We 
remind you again that it is humorous 
as well as instructive and it should be 
in all our libraries. 
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Payroll Procedures 


By R. L. B. Joynt, C.A. 


A description of some modern techniques 





pipers are almost as many payroll 
systems as there are companies. 
Each of these has a greater or lesser 
amount of hand and machine work. 
Each may use many and varied com- 
binations of machines. In an effort to 
simplify the discussion, let us divide it 
into two parts — 


A. Basically hand methods; 
B. Basically machine methods. 


Mention will be intentionally omitted 
of payroll preparation up to calculation 
of gross pay. In many respects this is 
usually a fairly straight-forward problem 
but with many variations depending 
mainly on number on payroll, and com- 
plexity of wage structure, incentive, day 
work, piece work, standard hours, bonus 
plan. 


A. Basically Hand Methods 


The first method, of course, is entirely 
by hand. As the number on the roll in- 
creases, possibly an adding machine or 
comptometer is acquired. This method 
must be given adequate consideration as 
it will be found best for many smaller 
businesses and individual proprietorships. 
Do not be too hasty in mechanizing small 
payrolls. It will require different skills 


or higher-priced help. Careful use of 
tables and forms, duplicate or triplicate, 
can take much of the labour out of a 
hand-prepared payroll. 

And this leads us to our first gadget 
— the pegboard. I have one — gold 
knob and chrome plating — but you 
could probably make one without much 
difficulty. I will attempt a very brief 
description of one: 

There is a summary sheet with sheet 
of carbon attached on left, several earn- 
ings records aligned to correct date 
stacked on right, and one pay slip with 
spot carbon aligned on left. At one 
writing you secure a payroll summary 
sheet, earnings record, and pay slip. 

This set-up has decided advantages in 
its low initial cost and simplicity of op- 
eration. If one clerk is away, simply 
transfer another one to the job — vir- 
tually no training is necessary as long 
as she can write. 

This system has now been installed 
in all the retail stores and branch ware- 
houses of the Eastman Kodak Company, 
with staffs ranging from about 25 to 500, 
on hourly or weekly rates. In some in- 
stances it has displaced the bookkeeping 
machine set-up. Improvement in routine 
and elimination of bottle-necks have def- 
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initely proven the efficiency of the sys- 
tem in our case. 


B. Basically Machine Methods 
(1) Tabulating equipment 


Basically the system records primary 
payroll information (it may be secondary 
information, depending on the stage at 
which you utilize it) such as clock num- 
ber, employee’s name, hours worked, or 
pieces completed, rate and so on. Me- 
chanically, the equipment sorts, calcul- 
ates, combines as required and summar- 
izes this information to produce an in- 
dividual pay slip or cheque, earnings 
record, payroll summary, bulk payment, 
unemployment insurance records, as well 
as expense distribution — and just about 
anything else you can ask for. 

To illustrate, one group of employee 
wage-cards shows clock no., department, 
straight time, overtime, expense classi- 
fication and amount, for, say, Monday. 
(There will be further cards for the other 
days of the week.) These cards have 
been punched and verified. The pay of- 
fice has a control total. Without further 
clerical work, simply by machine sorting 
and tabulating, we can accurately arrive 
at (1) individual weekly gross pay by 
department, by clock no. and (2) ex- 
pense distribution by department. The 
weekly reports are readily combined into 
financial period reports. 

Much statistical and other accounting 
information can be gained from these 
same cards without further clerical work, 
such as overtime by departments, or by 
men and women, for the week, or period, 
or year to date. 


It is, of course, not essential to per- 
form all of this work on tabulating 
equipment. It can be used in conjunc- 
tion with the other types of equip- 
ment, provided, of course, that you 
are keeping the equipment reasonably 
busy. Tabulating people maintain that 
their equipment is economical in payrolls 


over 500. However, when you realize 
that a minimum installation will prob- 
ably cost $400 a month rental at least, 
you will realize you must know your 
cost of operation before embarking on 
such an installation. 


There are undoubtedly many advan- 
tages to tabulating equipment. Once the 
original information is punched and 
checked correctly, all subsequent records, 
copied or combined with other informa- 
tion, can be accepted without further 
checking. This is a tremendous saving 
where a large volume of work is involv- 
ed, as compared with non-tabulating 
methods, where original data on clock 
card or work report is transferred to pay- 
roll, then transferred to accounting an- 
alysis, and probably to job analysis, each 
step involving clerical work and possi- 
bility of error. 


There are many special features such 
as summary punch, and gang punch, 
which have perhaps more important ap- 
plications in sales analysis. 


One interesting payroll application is 
the prepunched master sets of cards sup- 
plied by some companies for income tax 
and unemployment insurance. The ma- 
chine will automatically choose the cor- 
rect income tax amount card and unem- 
ployment insurance card and make the 
deduction from gross pay — no clerical 
work whatsoever is necessary in calcul- 
ating income tax or unemployment in- 
surance. 


On the other hand, cost must be stud- 
ied carefully. There is undoubtedly a 
temptation — once the equipment is in- 
stalled in your company for whatever 
purpose — to transfer work to the ma- 
chine, without realizing the cost, simply 
because it does a neater job or it relieves 
a clerk of a routine, repetitive, perhaps 
monotonous job, or because machine time 
is available. 


At the same time one must not forget 
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that because the machine does such a 
variety and complexity of work, it re- 
quires qualified operators. These key- 
punch operators, tabulating machine op- 
erators, and supervisors must be highly 
trained and therefore you must expect 
to compensate accordingly. 


(2) Calculating Machine Method 


There are numerous applications for 
payroll with non-printing key-driven or 
electric calculators in conjunction with 
addressograph equipment and typewritten 
or hand-written multiple forms. Many 
of these systems are excellent. They are 
usually very flexible and reasonably mod- 
erate in cost. 

In my opinion these methods come in 
between hand and machine methods. I 
particularly do not want to belittle the 
calculating machine procedures. Their 
merit lies not so much in the particular 
features of the machines, with which you 
are all familiar, as in the individual sys- 
tem as applied to your own business. 


(3) Bookkeeping Machine Methods 


Let us define the bookkeeping machine 
as a multiple, adding and subtracting ma- 
chine with or without typewriter. You 
may know the machines better by name 
— Remington, Burroughs, Underwood, 
National Cash Register, and possibly 
others. 

We have used the National Cash, Ser- 
ies 3000 with typewriter for several 
years and have obtained good results. 
This machine prepares individual pay 
slip, earnings record, and payroll sum- 
maty at one writing. It may also include 
writing-up of unemployment insurance 
bulk payment cards. The machine, how- 
ever, does not lend itself to payroll dis- 
tribution — this must be done by some 
other means. In our own case, we have 
a very detailed expense breakdown and 
use tabulating equipment for this pur- 


pose. 





Admitted to the Ontario Insti- 
tute in 1933, Mr. R. L. B. Joynt, 
C.A. practised his profession for 
several years and in 1941 became 
assistant comptroller of the Can- 
adian Kodak Co. He is a mem- 
ber of the National Association 
of Cost Accountants and a direc- 
tor of the Toronto chapter of the 
National Office Management As- 
sociation. 


With the use of several different-sized 


forms on a moving carriage, registration 
of forms is particularly important. At 
the same time payroll summary sheet 
must be a clear-cut copy for use as 
cheque register or for taking off denom- 
inations on cash payroll with heavy stock 
for the earnings record; carbon paper 
must be of the best quality. 

In my opinion the bookkeeping type 
of payroll system produces very satisfac- 
tory results as operators can be readily 
trained and machines cost from below 
$4000 to over $5000. 


(4) National Cash Series 2000 


In covering the field of payroll prepar- 
ation, one cannot overlook the well-ad- 
vertised National Cash Register Payroll 
Machine, Series 2000. This is special- 
ized payroll equipment (without type- 
writer) designed to prepare all payroll 
records as well as make detailed expense 
analysis. 

In writing payroll, it prepares origin- 
als of pay slip, earnings record and pay- 
roll summary on stationary flat-bed 
platen. There is no problem of regis- 
tration carbon paper, or indistinct copies. 
Saving on cost of carbon paper will run 
into several hundred dollars a year on a 
large payroll. 

For distribution purposes the adding 
counters can be “‘split’” to provide 40 
separate totals in one run. Breakdown 
requiring over 40 divisions would be 
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made in additional runs. Where several 
additional runs are required, however, 
this machine loses its efficiency as com- 
pared with tabulating equipment. 

Another feature claimed for the ma- 
chine is a daily wage accrual card. If 
the deadline for payroll is very tight, 
balancing total pay on a daily basis 
should reduce the peak after the end of 
the week or pay period. 

If you are interested in this type of 
machine, I would suggest you study the 
distribution application carefully. If your 
wage analysis is relatively uniform week 
by week in most departments over a 
fairly small number of expense accounts, 
regardless of volume of items, this ma- 
chine will do an excellent job. 

If, on the other hand, there is consid- 
erable variety over a large number of 
expense accounts, perhaps you should 
not change from your present method. 


Posting of unemployment insurance 
cards on bulk payment and summary re- 
port are very fast operations on this ma- 
chine. The forms must be of a standard 
size, but there appears to be sufficient 
flexibility to handle practically any pay- 
roll. Cost is over $6000. 


We have now mentioned in greater 
or less detail several of the machines 
which are producing excellent results in 
many companies. Cost varies widely but 
this should not be a deciding factor. 
Yearly depreciation will usually repre- 
sent only a fraction of the salary of a 
capable payroll clerk. On the other 
hand, I would suggest you study your 
system carefully in relation to the ma- 
chine operation, check it, then double- 
check it before you set it up. It will 
pay dividends. No machine can over- 
come a poor system. 





Order and 
Invoicing Procedure 


By R. A. Hicks, C.A. 


The achievement of economy by 
elimination of unnecessary effort 





yee is no section of office pro- 
cedure which contains more possi- 
bilities for variation in method than 
order and invoicing. We would almost 
certainly be making a great mistake if 
any of us thought that our present order 
and invoicing procedure was the best for 
our business unless we had very recently 
subjected it to a detailed scrutiny and 
considered the alternatives available at 
every stage. 


Two Steps 


Order and invoicing procedure is gen- 
erally thought of in two steps, although 
not necessarily two forms. First, the 
order which lists what the customer 
wants, and second, the invoice which 
lists what he got and shows what he 
should pay. The differences between one 
procedure and another revolve around 
the following questions: 


1. Is more than one document required 
and if so how many? 

2. If more than one document is requir- 
ed, should they be obtained by separ- 
ate writings or by duplication of an 
original ? 

3. What method of duplication will be 
adopted? 

4. How much detail should be shown? 


Only one document is needed in many 
cases where the whole transaction is car- 
ried through at one time, that is, where 
the customer selects the goods, pays for 
them and has them delivered to him on 
the spot. In many such cases the only 
document required is a receipt issued by 
a cash register machine. This is now a 
common practice in large retail establish- 
ments. It would seem in many such cir- 
cumstances it may be even possible to 
eliminate any document. This is the 
practice in the large chain variety stores. 
We have all had the experience of hav- 
ing cash register receipts thrust upon us 
which we had no use for. The method 
of a cash register receipt only is prob- 
ably usable for cash sales in many whole- 
sale and manufacturing companies. 


Number of Copies 

Where it is concluded that a single 
document will not suffice, the question 
of the number of copies should receive 
careful and sceptical consideration, not 
only when the system is being estab- 
lished but also at intervals afterwards. 
A plausible case can be made out for 
the need for certain copies, and in some 
cases only the test of experience will 
prove or disprove the actual need. In 
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this connection we must all keep in mind 
that the practical use of order or invoice 
copies often does not measure up to the 
theoretical use. As a matter of fact this 
applies not only to orders and invoices 
but to all kinds of business information. 
The test is not whether someone would 
like the information, not even whether 
someone ought to be able to use the in- 
formation, but only, is the information 
actually used. Do not copy what others 
do or what you believe is general prac- 
tice. Keep in mind also that because 
certain copies were actually used to ad- 
vantage at one time, it by no means fol- 
lows that they are being used to advan- 
tage now. 

Remember also that the cost of the 
paper, ink or even the time required to 
make copies of documents is probably 
only a small part of the unnecessary ex- 
pense involved in providing unnecessary 
copies. The major part of the expense 
arises from the sorting, dispatching, fil- 
ing and unfiling of these unnecessary 
documents. 


Where two or more documents are 
required in an order and invoicing pro- 
cedure, it would appear obviously desir- 
able to secure them at one writing 
wherever possible. There are, of course, 
many circumstances in which this is im- 
possible but do not conclude too hastily 
that it is impossible in any particular cir- 
cumstances. At one time it was the uni- 
versal opinion that, in the case of a 
medium or large wholesale or manufac- 
turing establishment, it would not be 
practical to use the salesman’s original 
writing as the complete document be- 
cause customers would object to receiving 
handwritten invoices. A number of large 
companies have broken away from this 
idea and it is probably true that the only 
concern of a customer is whether his in- 
voice is readable. 

A common mistake is the assumption 
that because a certain procedure is neces- 


sary for the main part of a business, it 
should be applied to all parts of the 
business. If some goods are made to 
order and some are sold out of stock, it 
is quite likely that a simpler procedure 
can be applied to the latter. Certainly 
a simple handwritten procedure can, in 
most cases, be applied to over-the-counter 
cash or credit sales, with all necessary 
copies being provided either by sales 
book or by the autographic register type 
of machine. 


Economy 


In considering the number of copies 
required, overlook no possibilities for 
making one copy serve several uses: for 
example, instead of providing separate 
invoice copies for accounts receivable 
posting and for sales analysis, it may be 
practical to route the one copy through 
the sales analysis department and then 
to the accounts receivable department or 
vice versa. Instead of providing a sep- 
arate copy of orders for the sales man- 
ager’s inspection, let him use the control 
copies, as long as you can persuade him 
to do his review promptly so that the 
control copies can get into the control 
file quickly. Of course you must also 
persuade him in such cases not to remove 
any of the copies. 

There will, of course, be many circum- 
stances where a single original document 
will not suffice. The common reasons 
are that the travelling salesman, in the 
practical circumstances under which he 
works, cannot be expected to produce a 
document which will adequately serve as 
both order and invoice and provide the 
required number of copies. There are 
two general plans. First is to use the 
salesman’s order for all purposes up to 
and including shipping, and then type an 
invoice. The second is to use the sales- 
man’s order as a basis for the typing of 
a combination order and invoice form. 
By all means do not have two rewritings 
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as, for example, typing an order form 
from the salesman’s order and then sub- 
sequently typing an invoice. 

If the first method is to be used, i.e. 
using the salesman’s order for all order 
purposes, there are two basic methods of 
getting the number of copies required. 
If the number of required copies is four 
or less, the salesman can provide them 
by using carbon paper. If more, the 
salesman can use a hectograph pencil or 
pen and any number of copies up to 
about ten can be duplicated from one 
original. 

Under the second basic method the 
salesman’s original order is used to type 
a combination order and invoice form. 
Again there are two general methods. 
One is for all needed copies to be pro- 
vided by carbon paper. With an electric 
typewriter and properly chosen paper and 
carbons 12 or more copies can be secured. 
Or the typing can be used to produce 
one or more hectograph master copies 
and from these all required copies can 
be secured. 

Comparing the two basic methods, the 
first required the salesman to write his 
order very carefully and clearly as it or 
a duplicate is going to be used to get 
out the goods, to price and to invoice. 
The typed order and invoice form pro- 
vides clearer documents, makes handling 
easier at all subsequent stages and helps 
prevent mistakes. On the other hand 
it interposes a considerable operation be- 
tween the receipt of the salesman’s order 
and getting out the goods. 

If the number of lines of merchandise 
are few or if the majority of sales fall 
on a few lines, then order and invoice 
forms with the lines or the principal 
lines printed on them can be used with 
a great saving in writing. I know of 
order forms with upwards of 200 lines 
printed on them. The limitation for 
preprinted invoices would probably be 
about ten lines. Preprint everything 





Although recently he has left 
the office management field, Mr. 
R. A. Hicks, C.A. was for nine 
years comptroller of Moore Busi- 
ness Forms Ltd. A member of 
the Ontario Institute since 1936, 
he has also served on the In- 
stitute’s Council. 


possible on both order and invoice forms 
such as payment terms, shipping terms, 
etc. For example, providing a column 
headed “Pounds” may save writing some 
contraction or symbol against each item. 


Illustration 


Let us illustrate a very simple system 
and, then, a fairly complex one. Under 
the simplest system the salesman writes 
the order and sends in an original and 
one carbon copy. Upon receipt the order 
is edited, passed for credit and num- 
bered. The original is then sent to the 
warehouse or shipping department, and 
is used to get out the goods and ship 
them, and is then sent to the invoice 
department. The carbon copy goes on a 
control file until the original has been 
invoiced when it is removed and de- 
stroyed. The invoice is made in two 
parts, the original for the customer and 
a copy for all internal purposes such as 
stock records, sales analysis and accounts 
receivable. 


A combination set-up provides all the 
copies required at one typing, thus com- 
bining both the billing and invoicing. 
This we know as pre-invoicing, but leav- 
ing out any extension of amounts. The 
last few copies are peeled from the set 
and go out intact to the warehouse; the 
first part of the set is filed numerically 
in the office and when shipment has been 
made, one copy is sent back to the office 
indicating the quantities shipped and the 
set which remained in the office is pulled 
from the file, quantities inserted and ex- 
tensions made, and invoice mailed out. 








You will also note the use of an ac- 
counts receivable ledger sheet and a 
statement sheet, with the ledger sheet 
being filed along with the statement 
copy alphabetically, and this takes the 
place of posting to an accounts receiv- 
able ledger. 

You can see, therefore, that with one 
writing an invoice has been prepared, a 


Letters from Readers 


“ALLOWANCES” OR “RESERVES” 
Winnipeg, February 10, 1950 


Sir: I would like to make some comments on 
Bulletin No. 4, reproduced on p. 29 ef seq. 
of the January issue of The Canadian Chart- 
ered Accountant. I am, to begin with, fully 
in agreement with everything in the bulletin 
except the suggestion in the foot-note that 
“allowances” might be a more appropriate 
term than “reserves”. I know the note reads 
“it is thought by some”, but the mention of 
this seems to imply that it is having con- 
sideration. 

In the dictionary published in 1938, in 
the articles on “Reserves” and “Provision”, 
it was suggested that the word “Provision” 
would be preferable to “Reserve” for unde- 
termined losses or liabilities or the estimated 
diminution in value of property, e.g., bad 
debts, depreciation, income tax, etc. At 
about the same time the Institute of Chart- 
ered Accountants in England and Wales made 
a similar ruling, recommending the word 
“Provision”. The underlying idea is that 
“Reserves” should only be used for “free” 
reserves — appropriations of undivided profits 
which still remain part of the surplus. And 
the 1938 dictionary under the heading “AI- 
lowance” definitely states that the use of that 
word for provisions for depreciation, bad 
debts, amortization, etc. is incorrect. Actual- 
ly, in its use in business and accounting, an 
allowance is a rebate or reduction of a charge 
made or a debt owing or such matters as 
limited amounts paid for specific purposes to 
employees, etc. 
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label and packing slip prepared, instruc- 
tions to the factory and warehouse pre- 
pared, accounting records completed 
where formerly this company wrote the 
name of the customer five or six times 
and left themselves open for errors in 
transcription and misinterpretation of in- 
formation. 


In the text of the bulletin there are four 
references made which show that the Com- 
mittee really has “provision” in mind: two 
with that word itself, and two with the word 
“provided”. I would urge the abandonment 
entirely of the word “allowance”, and unless 
some more appropriate word than “provision” 
can be found, that it be adopted as a recom- 
mendation instead of “Reserve”. 


JOHN PARTON, C.A. 


ACCOUNTING JARGON OR 
ACCOUNTING TERMINOLOGY 
WHICH? 


Toronto, February 15, 1950 


Sir: One of my friends, who is an invest- 
ment dealer and who is also a director of 
several companies, has frequently criticized 
the members of our profession for using ac- 
counting jargon in balance sheets when we 
should be using accounting terminology. The 
distinction which he draws between accounting 
jargon and accounting terminology is that 
when indulging in jargon we accountants use 
a half-a-dozen or more different names to de- 
scribe the same asset or to describe the same 
liability, whereas if we used proper termin- 
ology we would all use the same name. He 
dismisses as “nonsense” the old argument that 
the balance sheet is the directors’ balance 
sheet over which the auditor has little or no 
control, because, so he claims, in 99 com- 
panies out of 100, the directors do not see 
the balance sheets until after they have been 
prepared by the auditors and certified by them. 
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Now that I am no longer active in the 
profession, I thought it would be interesting 
to collect some information for the purpose 
of seeing whether the criticism made of us 
was justified or not. During the past year, 
therefore, I have analyzed the annual accounts 
of 35 companies which have been published 
in the newspapers or which have been printed 
for the shareholders, but I have excluded from 
my analysis the accounts of such specialized 
corporations as banks, trust companies and 
insurance companies. 


In the hope that some of the readers of 
The Canadian Chartered Accountant might 
find this of interest, I have prepared the fol- 
lowing brief summary of what my analysis 
disclosed : 


Cash on hand and in Bank, and Cash in 
Bank and on hand, were the names used most 
generally but in several balance sheets the 
word Cash only was used although it was ob- 
vious from the amount that it included the 
balance or balances in the bank. 


Accounts Receivable, or Accounts and Bills 
Receivable, were the two names in general 
use but Trade Debtors, and Trade Accounts 
Receivable, were also used several times. The 
Reserve for Doubtful Accounts was given six 
other names and its treatment in the balance 
sheets was not uniform. In some balance 
sheets the amount of the reserve was shown 
as a deduction from the asset. In two bal- 
ance sheets the reserve was shown on the lia- 
bility side, and in a number of balance sheets 
the amount of the reserve was not stated, al- 
though its existence was disclosed by such 
phrases as “less reserves”, “after providing 
for possible losses”, “after providing for bad 
and doubtful debts”, etc. 


Inventories was the name used in all bal- 
ance sheets, and in 28 of them the protective 
phrase “as determined and certified by the 
management” or “by officers of the company” 
appeared. In the remaining seven balance 


sheets the protective phrase was omitted, but 
in two instances it was included in the au- 
ditors’ report. 


Capital assets — Ten different names were 
used to describe these assets but fixed was 
used more than any other name. 


Prepaid expenses — In most balance sheets 
these expenses were shown under the heading 
of deferred charges. In one balance sheet, 
however, they appeared under Other Assets 
and in two balance sheets they were included 
with Current Assets. 


Dominion and Provincial Taxes — 15 dif- 
ferent names were used in the 35 balance 
sheets to describe this liability. Here are a 
few of them: Taxes, Taxes due and accrued, 
Reserve for Taxes, Provision for Taxes, Ac- 
cruals for Taxes, Reserve for Dominion and 
Provincial Income Taxes, Provision for Do- 
minion Income and Provincial Revenue Taxes, 
Reserve for Federal and Provincial Corpora- 
tion Taxes. 


Statement of Income and Expenditure — This 
is the name used in the Dominion Companies 
Act but there were nine other names also 
used by the various companies, including the 
name Profit and Loss Account, although in 
this instance it was not in the form of an 
account but in the form of a statement. 


Auditors’ Report to the Shareholders — The 
majority of the reports contained only the 
wording required by the Dominion Companies 
Act. Eleven reports, however, were a com- 
bination of the wording of the auditors’ cer- 
tificate in use in the United States and the 
wording required by the Dominion Companies 
Act. Twelve reports referred to the balance 
sheet and also to the statement of income 
and expenditure (or to whatever name it was 
given), but the remaining reports referred 
only to the balance sheet. 


W. J. SAUNDERS, F.C.A. 
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American Institute Meeting 


The attractions of Southern California 
proved irresistible for many members of the 
American Institute of Accountants last fall 
when a record number of over 1600 mem- 
bers, ladies and guests attended the 62nd 
annual meeting of the Institute held in Los 
Angeles from October 31 to November 3. 
To the almost embarrassed delight of the 
Los Angelenos, the weatherman came 
through with sunshine which held the ther- 
mometer around the 95 mark. 


“Accounting in the Fifties” was the theme 
of the technical sessions and the various 
papers dealt with the expanding responsi- 
bilities of the profession to business and 
the public, and the manner in which this 
responsibility could best be met. That the 
problems facing the profession in the Un- 
ited States are similar to those existing in 
Canada was particularly apparent. One ses- 
sion was devoted to the problems of audit- 
ing the inventories and accounts receivable 
of smaller businesses and the preparation of 
adequate statements for credit purposes. A 
paper on investigative procedure in audits 
for embezzlement was presented at this ses- 
sion by a former special agent of the Federal 
Bureau of Investigation and now a prac- 
tising C.P.A., which suggested several aven- 
ues of approach unusual to accountants and 
reflected the author's experience with the 
G-men. As in Canada, considerable time 
was devoted to income tax and most prom- 
inent in these discussions were the questions 
of administrative rulings, legal decisions and 
appeal procedures. 


The subsequent session dealt with “pro- 
gress in theory and practice” as reflected 
by the work of the Committee on Account- 
ing and Auditing Procedure. Among other 
items discussed was the proposed (and now 
adopted) revision of Auditing Bulletin No. 
23 dealing with the auditor’s report in those 
instances in which an opinion is not given 
as to the financial statements as a whole. 
At this session Mr. George O. May, re- 
search consultant to the Business Income 
Study Group, reported on the progress made 
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in the study of the concept of business in- 
come. 

At the annual meeting of the Institute 
Mr. J. Harold Stewart of Boston, Mass. 
was elected president for the 1949-50 year, 
succeeding Mr. Percival F. Brundage. At 
this session the Institute award for outstand- 
ing service to the profession was presented 
to Professor H. T. Scovill of the University 
of Illinois in recognition of his contribu- 
tions to the profession as a teacher and 
author. The Institute award to the mem- 
ber author of the most outstanding book in 
connection with the profession published 
during the year was presented to Colonel 
Robert H. Montgomery, in recognition of 
the seventh edition of his text: “Auditing”. 


Mr. H. R. Doane, president of the Do- 
minion Association of Chartered Account- 
ants, accompanied by Mrs. Doane, and Mr. 
Clem L. King, secretary and grcarch direc- 
tor, attended the meeting as guests of the 
American Institute. At the annual meet- 
ing on the Tuesday morning, Mr. Doane 
conveyed the greetings of the Association to 
the members of the American Institute. 


The California State Society proved to be 
excellent hosts and the members and guests 
had ample opportunity to become acquainted 
and to sample the entertainment provided 
in the Los Angeles area. Sightseeing tours, 
including trips to Beverley Hills, Bel Air 
and the famous Huntington Library and Art 
Gallery were arranged for the ladies, al- 
though it is understood that a number of 
the male members of the profession accom- 
panied each group. The concluding func- 
tion was the dinner dance held in the Bilt- 
more Bowl and which was preceded by a 
reception in Flirtation Walk. 

As usual, the meeting was most useful 
and enjoyable and while those who did not 
have the opportunity to attend can read the 
papers presented when the published pro- 
ceedings become available, the atmosphere 
of friendliness and good fellowship which 
prevailed cannot be conveyed in written 
form. 





To Incorporate 
Or Not To Incorporate 


By J. A. McColl, C.A. 


Some of the considerations which should 
influence the decision whether or not to incorporate 





7 more important advantages that a 
corporation possesses, when com- 
pared with a sole-proprietorship, are 
these: 
Limited liability 

This is the first and great advantage 
of incorporation. It makes the personal 
assets of the shareholders or owners im- 
mune from attack by creditors of the 
corporation. The corporation is a ficti- 
tious or artificial person existing in the 
eyes of the law. Its assets are its own 
and do not belong to its shareholders 
personally. Likewise, its liabilities are 
its own and are not the liabilities of its 
shareholders. Because of these factors 
there are certain restrictions upon deal- 
ing with the assets of a corporation which 
are not present in the case of a sole- 
proprietorship. 

Capital represented by shares 

The fact that capital is represented by 
shares makes for ease of transfer to 
others, either by sale or gift, of all or any 
part of one’s interest in the corporation. 
In the event of death of a shareholder 
the capital stock owned represents a part 
of the estate of the deceased capable of 
being bequeathed en bloc or in part. It 
affords a neater method of dealing with 
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business ownership than is present under 
a sole proprietorship. 


Raising of funds 
By the sale of stock in a corporation it 


is possible to acquire funds from persons 
willing to invest in the corporation. 


Continued existence 

Because a corporation is a separate 
legal entity, the death, withdrawal, or 
bankruptcy of any of its shareholders 
does not interfere with its existence. The 
death of a sole owner of a business usual- 
ly means the liquidation of the business 
by the sale of the assets. It may mean 
the break-up of the business unit unless 
a sale can be made of the business as a 
going concern. Such sale is facilitated 
by the continued existence of a corpora- 
tion, the sale being the sale of shares as 
distinguished from the sale of net as- 
sets in the case of the sole proprietor- 
ship. The disintegration of a business 
which in many cases follows the death of 
its sole proprietor may often be avoided 
by the use of the corporate structure. 


Disadvantages 
The chief disadvantages are: 
Governmental forms 
A corporation is called upon to supply 
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a few more governmental reports than 
is a proprietorship. Being a creature of 
the state, it is governed by laws under 
which its charter is granted. Under 
those laws it must maintain a minute 
book to record directors’ and sharehold- 
ers’ meetings, and maintain share and 
transfer books. The filing of these re- 
ports usually calls for a small filing fee. 

The income of a corporation is taxable 
by both the Province and the Dominion; 
hence two separate sets of income tax 
forms are required. In addition to the 
7% tax on corporation income imposed 
by Ontario, that Province also imposes 
a tax on place of business, varying, ac- 
cording to paid-up capital, from $20 to 
$50 per annum for each place of bus- 
iness. There is also a levy based on cap- 
ital, being 1/20 of 1% of the paid-up 
capital. These Ontario taxes do not ap- 
ply to proprietorships. The tax on places 
of business and the tax on capital do not 
normally amount to a large sum in the 
case of small corporations. 


Actions governed by law 


A corporation has not the same free- 
dom of action as a sole proprietorship, 
the reason being that a corporation, as 
a separate legal person, must conform to 
certain laws under which it comes into 
existence but which do not apply to sole 
proprietorships. The net assets of a pro- 
prietorship are the sole property of the 
proprietor to deal with as he sees fit 
without formality. 


Capital Not Withdrawable 


The amount of capital placed in the 
corporation by the shareholder owner, 
and represented by common shares, can- 
not be withdrawn by the shareholder 
owner at will. It must remain until the 
corporation is dissolved in accordance 
with procedures set out in the law, or 
until application is made for a reduction 
in capital stock, which application must 
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also conform to certain procedures set out 
in the law. Thus, whereas a sole pro- 
prietor can withdraw or increase the cap- 
ital in his business at any time, the cap- 
ital of a corporation represented by com- 
mon stock cannot be withdrawn without 
fulfilling certain legal requirements. Cap- 
ital of the corporation, however, in addi- 
tion to common stock, may be represent- 
ed by preferred stock capable of being 
redeemed at the option of the corpora- 
tion. The restrictions upon withdrawal 
of capital apply particularly to common 
stock. 


Borrowin g 


Because of the limited liability feature, 
a limited company’s credit is to some ex- 
tent dependent upon the amount of its 
net assets and not upon the fortunes of its 
individual shareholders, unless they fur- 
nish personal guarantees. If they do so, 
the object of limited liability is largely 
defeated. 


Initial cost of incorporation 


The fee for incorporation depends 
upon the capital structure of the corpor- 
ation. The minimum fee to the Province 
of Ontario is $100 where the authorized 
capitalization is $40,000 or less. Be- 
tween $40,000 and $100,000 the pro- 
vincial fee is $100 plus $1 for every 
$1,000 in excess of $40,000. It has been 
found that the total costs of incorpora- 
tion, including legal fees, vary between 
$300 and $400 for smaller corporations. 


Double Taxation 

There remains a very important con- 
sideration which, depending upon the in- 
come tax laws for the time being in 
force, determines whether or not, tax- 
wise, the corporate structure enjoys an 
advantage over the sole proprietorship. 

The great disadvantage attaching to 
corporations as far as income tax is con- 
cerned has been the feature of double 
taxation whereby the profit is taxed first 
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in the hands of the corporation and again 
taxed in the hands of the shareholder 
who receives it by way of dividends. By 
a recent amendment to the Income Tax 
Act a first step has been made in the 
direction of eliminating this feature of 
double taxation. Prior to this amend- 
ment there was no great advantage to the 
small business from an income tax point- 
of-view in carrying on. business as a cor- 
poration. In most cases sole proprietor- 
ships were better off. The amendment, 
however, reduces the taxes payable by 
most corporations, but is aimed particu- 
larly at relieving the tax burden on the 
smaller corporation which earns $10,000 
or less. Whereas formerly a corporation 
was taxed at 37% of its taxable profit 
(30% Dominion, 7% Ontario), com- 
mencing in 1949 it is taxed at 17% 
(10% Dominion, 7% Ontario) on the 
first $10,000 of profits and at 40% on 
all profits over $10,000 (33% Domin- 
ion, 7% Ontario). Further, the rates of 
tax on individuals were reduced and the 
statutory exemptions increased. It was 
provided also that persons in receipt of 
dividends could deduct from their taxes 
10% of the amount of the said divi- 
dends. This relates to the 10% Domin- 
ion tax on the first $10,000 of profits 
earned by a corporation and is a step in 
the direction of eliminating double tax- 
ation referred to above. 


It has been said that a sole proprietor- 
ship earning less than $10,000 could in- 
corporate without attracting more taxes 
than would be paid as a sole proprietor- 
ship, and enjoy the advantages which at- 
tach to corporations. The truth of this 


Profits before salary 
Salary 


Exemption 
Taxable income 





Fig. 


Mr. J. A. McColl was admitted 
to the Quebec Institute in 1935, 
and was associated for 16 years 
with Campbell, Glendinning & 
Co. in Montreal. In 1946 he 
joined with Mr. J. H. Turner, 
C.A. to form the firm of McColl 
& Turner, chartered accountants, 
at Peterborough and he became 
a member of the Ontario Insti- 
tute. 


statement depends upon the profits, af- 


ter salary, upon which the corporation 
is obliged to pay 7% to the Province of 
Ontario. There is no Ontario income 
tax applicable to individuals. If the 
salary is permitted to absorb most of the 
profits where they are $10,000 or less, 
the tax position is about the same under 
both methods of ownership. 


A Comparison 

A comparison is set out in fig. 1 of the 
income tax payable on profits of $10,000, 
$15,000, $20,000, $25,000, $30,000, 
$40,000 (before deduction of owner's 
salary) by a sole proprietorship and by a 
corporation respectively. Assume that the 
owner has married status, with no de- 
pendents, and draws from the corpora- 
tion a salary of $8,000 leaving the bal- 
ance, for the time-being, in the corpora- 
tion. 

Thus, on the basis of an earning of 
$10,000 of which $8,000 was taken in 
salary and $2,000 left in the business, 
the combined tax payable by corporation 
and shareholder would be $1,480 com- 
pared with $1,660 payable as a proprie- 

Prop. Corp. Sh’h’r-owner 
$10,000 $10,000 
8,000 $ 8,000 
2,000 
2,000 6,000 
340 1,140 
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Prop. 
Profits before salary 
Salary 
Dividend 


Exemption 
Taxable income 


$10,000 


Corp. 
$10,000 
8,000 


Sh’h’r-owner 


$8,000 
1,660 ($2,000 less $340) 


9,660 
2,000 
7,660 
(1,572 less $166) 





Fig. 2 


torship. Assume that the remaining $2,- 
000 is withdrawn as a dividend (fig. 2). 

It will be observed that the full dis- 
tribution of profits by the corporation 
earning $10,000 attracts taxes totalling 
$1,746 compared with $1,660 payable as 
a sole-proprietorship. Ontario income 
taxes do not apply to individuals so that 
the more profits left in the corporation 
the greater, of course, will be the 7% 
payable to the Province. This is not 
recoverable when the profits are event- 
ually distributed as dividends as is the 
case of the 10% paid to the Dominion 
authorities (where the greater part of the 
said 10% is recovered, though not all). 

It should be recalled at this point that, 
in addition to 7% income tax on corpor- 
ation profits, Ontario also imposes a tax 
on place of business varying, according 
to paid-up capital, from $20 to $50 per 
annum for each place of business. It also 
imposes a tax on capital, being 1/20 of 
1% of the paid-up capital. These latter 
taxes do not amount to a large sum in 
the case of small corporations but they 
do represent taxes which are not present 
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for the sole proprietor. 

It will be observed in fig. 2 that 
total taxes of $2,330 would be im- 
mediately payable by corporation 
and shareholder, compared to $3,360 
payable by the sole-proprietor. The bal- 
ance of profits over and above salary 
withdrawn, i.e. $7,000 less $1,190 of 
corporation taxes, has been retained in 
the business to be taxed in the hands 
of the individual when it is distributed, 
but subject to a recovery of $581 (10% 
of $5,810). It will be noted that the 
corporation set-up allows for the defer- 
ment of taxes whereas once the sole 
proprietor has paid his income taxes, the 
balance of profits is tax-free and capable 
of withdrawal at any time without at- 
tracting further income taxes. The fea- 
ture of the corporation whereby profits 
may be left in the business is useful in 
the building up of reserves in the forma- 
tive stages of a business and to take care 
of lean years. A comparison of the taxes 
payable on the basis of a full distribution 
by the corporation would be: 











Corp. Sh’h’r-owner 
$15,000 $15,000 
8,000 $ 8,000 
2,000 2,000 
13,000 7,000 6,000 


1,190 1,140 








Fig. 3 
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Prop. 
Profit before salary $15,000 
Salary 


Dividend 


Exemption 
Taxable income 


Less 10% of $5,810 


Corp. Sh’h’r-owner 
$15,000 
8,000 $ 8,000 


5,810 ($7,000 less $1,190) 


13,810 

2,000 

7,000 11,810 
1,190 2,894 
136 


3,030 
581 


2,449 





Fig. 4 


Thus on the basis of the example 
(fig. 4) the combined tax of corpora- 
tion and shareholder amounts to $3,636 
compared with $3,360 for the sole- 
proprietor. 

By continuing the above procedure the 
following summary (fig. 5) may be 
presented (using married status and 
salary of $8,000). 

It will be noted the calculations in 
the last column treat the profits re- 
maining after salary in the corporation 
as being distributed in the same year as 
they were earned. This is for the pur- 
pose of showing the taxes payable under 
both methods of operation on as near a 


On basis of 
following 
profits before 


Tax payable 
as a sole- 

proprietorship 
1,660 
3,360 22.4 
5,510 27.5 
7,760 31.0 
10,160 33.9 
15,160 37.9 


salary 
$10,000 
15,000 
20,000 
25,000 
30,000 
40,000 


16.6% 


comparable basis as is possible in a mem- 
orandum of this kind. In practice, the 
distribution of dividends may be made 
at any time and the profits can be re- 
tained in the company and paid out as 
dividends when the earnings are such as 
not to provide an adequate salary. The 
treatment given the dividends in the 
above calculations places such dividends 
on top of adequate salary and therefore 
subject to the rates of tax at the top of 
the scale. It is not quite a fair com- 
parison, therefore, and the fact that the 
profits retained in the corporation can be 
distributed at any time and particularly 


Combined 
tax payable on 
basis of with- 

drawing $8,000 
salary and 
balance as 
dividend 
In the same year 
1,746 
3,639 
6,219 
9,389 
12,559 
19,024 


Combined 
tax payable 
on basis of 
leaving all 
but salary 
of $8,000 in 
the business 
1,480 
2,330 
3,640 
5,640 
7,640 
11,640 





Fig. 5 








126 The Canadian Chartered Accountant, March, 1950 


at a time when salary income is low, or 
non-existent, must be kept in mind. 

From a purely taxation point-of-view 
there are advantages on both sides. Once 
the sole proprietor pays his income taxes 
he is free to deal as he sees fit with the 
remaining profits. This, however, calls 
for a larger immediate payment in most 
cases. A corporation enjoys the privilege 
of deferring taxes and it may be an ad- 
vantage to take the chance of paying 
more in the long run for the immediate 
advantage of making a smaller immediate 
total payment. Then again it may be felt 
that the other advantages a corporation 
has to offer outweigh the extra tax cost, 
which may or may not result, depending 
upon when and how the profits are dis- 
tributed. 


Prospective Tax Relief 

It would appear that the Dominion 
Government has in mind the relieving of 
the tax burden on the small corporation 
which is presently in existence. Any en- 
couragement, however, which has been 
given for the incorporation of existing 
sole proprietorships is handicapped by 
the existence of the 7% Ontario pro- 
vincial income tax on corporations. The 
corporate structure has much to offer, 
from a tax point-of-view, to the small 
business which is in the process of de- 
velopment because of the means provided 
of reducing immediate outlay for taxes. 
Much depends upon the forecast made 
relating to future earning prospects of a 
business. If the business is such that 
losses or reduced profits must be expect- 
ed, then the corporation can provide for 
them and pay less immediate taxes than 
would be demanded of the individual 
proprietor. The small business which is 
well established and which can expect the 
continuance of its earning powers would 
not benefit greatly from incorporating 
at the present time, if the sole purpose 
of such incorporation is to reduce ulti- 
mate tax liability. 


The above examples have been based 
upon a salary withdrawal of $8,000 al- 
lowed as an expense before determining 
the taxable income of the corporation. 
This figure has been used because it rep- 
resented a reasonable amount which a 
shareholder-owner would expect to with- 
draw if the earnings of his company 
were $10,000 or more. The tax authori- 
ties, however, have authority to deter- 
mine the limit of salary which will be 
allowed for tax purposes. This authority 
has been given by law to defeat any at- 
tempt to minimize corporation taxes by 
the payment of excessive salaries and to 
prevent evasion of the tax on investment 
income. The situation does not arise for 
proprietorships because all profits of the 
proprietorship are taxable against the 
proprietor regardless of his withdrawals 
as salary. In determining the amount of 
salary which shall be allowed the cor- 
poration, the tax authorities usually have 
reference to the amount which in the past 
was withdrawn annually by the sole pro- 
prietor if the corporation represents a 
continuance of a former sole proprietor- 
ship. If not, reference may be made to 
the salary being allowed to companies 
of the same size engaged in similar ac- 
tivities in the same general district. It 
is necessary to bear in mind, therefore, 
that the corporation’s income depends to 
some extent upon the limitation of salary 
which the Government may consider to 
be fair and reasonable in the circum- 
stances. 


All references have been to sole 
proprietorships and to businesses whose 
activities are confined to the Province 
of Ontario. While the circumstances 
surrounding individual partnerships 
vary considerably the procedures fol- 
lowed above may be applied to individ- 
ual partnerships. By a substitution of 
provincial income tax rates levied in 
other Provinces the technique may be 
applied to Provinces other than Ontario. 
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The Source and 


Application of Funds Statement 


By J. D. Campbell, M.Com., C.A., R.IA. 


Some suggestions for improving the 
usefulness of the source and application of funds statement 
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EF WE consider the general field of 
statement presentation in the light of 
the criticisms which have been levelled 
at the formal type of statements prepared 
by the directors and reported on by audi- 
tors, we are faced with the suggestion 
that the accounting profession has over- 
looked a significant fact which has a di- 
rect bearing on the criticisms offered. 
This fact is that the statement of source 
and application of funds provides cer- 
tain significant data which numerous ac- 
countants have found already meets a 
need of management for more informa- 
tive presentation where the formal state- 
ments are found to be deficient. Should 
the profession suggest that this statement 
be incorporated as a “must” on the part 
of directors in presenting their report of 
stewardship to the shareholders? . 

Too frequently in the past the applica- 
tion of funds statement, if used by the 
auditor, has been included as a schedule 
or exhibit in the back of the report. In 
too many cases also, the main application 
of funds statement has been supported by 
a working capital schedule, which served 
as a catch-all for items that seemed difficult 
to classify and which served no especially 
useful purpose not covered by a compara- 
tive balance sheet. As a result of such 
type of presentation the application of 
funds statement has been growing less and 


less significant to the executive and has 

been practically ignored by many in the 

process of examining an auditor’s report, 

even when the report contained such a 

statement. 

The application of funds idea, however, 
is too valuable to have its real existence 
jeopardized by any unfortunate selection 
of form and location in the auditor’s re- 
port. 

The source and application of funds 
statement is a relatively new statement. 
Certain aspects of its form and content 
will stand closer scrutiny in an assessment 
of its value from the standpoint of a 
report on stewardship. This article pre- 
sents a series of suggestions in respect to 
both content and form of this statement 
which are designed to improve its useful- 
ness from the standpoint of the above 
outlined purpose. 


Form of Statement 


To be most useful the statement of 
source and application of funds should 
be designed to fit the primary purpose 
for which it is being prepared. The re- 
cent tendency in preparing the statement 
has been to depart somewhat from the 


1 Hiram T. Scovill, “Application of Funds 
Made Practical”, The Accounting Review, 
January 1944 
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standardized listing of sources and ap- 
plication of funds and to attempt by sig- 
nificant classifications to bring out what is 
considered to be significant relationships. 


The statement of application of funds 
provides information regarding changes in 
the financial position of the business not 
all of which is apparent from the com- 
parison of balance sheets. The foregoing 
form of statement of application of funds 
should be varied in accordance with the 
factors most significant in a particular sit- 
uation. Certain items entering into 
changes in net current assets, such as the 
apparent additional borrowing on notes 
payable in the illustration above, may be 
brought into the statement as a source or 
disposition of funds. Or, if the most im- 
portant source of funds during the period 
was found to be an issue of bonds, rather 
than operating profits, the statement may 
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start with the proceeds of bond issue. The 
statement may be made one of the most 
useful contained in the long-form report, 
because many businessmen understand it 
more readily than the more conventional 
financial statements upon which it is 
based. (Montgomery, R. H., Montgomery’s 
Auditing (7th ed.), p. 564) 


Although it is not possible to earmark 
definitely certain specific funds for speci- 
fic purposes over a period of years, cer- 
tain definite relationships have grown up 
which can be utilized in setting down the 
general framework of the statement to 
be presented. 


The following relationships might be 
brought out on the statement presented 
for the shareholders keeping in mind 
the interests of the shareholders: 


























(a) Net funds provided by profit from operations .............0..0.00cccc0006 ceseeeeees xxx 
Less dividends paid or provided for common dividends ........................ XXX 
MN UNENTER ie setaat aa gga sah ARs SOOT Gosh XXX XXX 
Net earnings retained in the business ......................... xxx 
(b) Proceeds from the sale of fixed assets: 
Directly from outright sale of fixed assets ...................00.cccsececcceseeees xxx 
Indirectly through realization on sale of fixed asset services incorp- 
orated in the product produced (depreciation) ........................ XXX 
Less funds expended on the acquisition of fixed assets ...................0.000.... Xxx 
xxx 
Net funds available from fixed assets realized ............... Xxx 
(c) Net proceeds from issue of securities (3% bonds due 19— issued during 
RE nr an ce eas Nd Uys coda Aa cake ap colichSusassutddapsndessitaaehes Xxx 
SMM TEIE EIR 5. Jb cens'sassssnkese Se cviesaaes tig gees sweersaovepha aE aaeseaOE TS XXX xxx 
RSD RNAS UII GIR os sens cs cos dscsesebssesdsndensezsexbtiedvspeszsoza® Xxx 
MII cordon eis helo Sivan ental vossdeusesetins : peer signees eesti aak ae 
xxx 
Sipe IPE TAN SR CUMCINRMENINND 5662525553 saccesaebies cat joeeeesesenscorsonsrensoeevennsaies xxx xxx 
Net proceeds of issue of securities over redemptions .................:00:ce0e Xxx 


a 
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Interpretation of Funds 


The interpretation which has been 
placed upon the term ‘funds’, as it is 
utilized in the source and application of 
funds statement, has been in the majority 
of cases working capital. The specific 
interpretation of this term as applied to 
the balance sheet has led to a certain loss 
of flexibility in the form of the source 
and application of funds statement which 
is a distinct drawback. This drawback is 
in part overcome by the presentation of 
a supporting schedule showing the de- 
tailed changes of the respective items 
comprising working capital. There still 
remain certain features which are unsatis- 
factory. 

(1) Required splitting of proceeds on 
realization of certain working capital 
items as between funds available from 
decrease in working capital and funds 
available from profit on realization, on 
the item concerned, in working capital. 
An illustration is the realization of $50,- 
000 re marketable securities showing as 
a current asset of $35,000 at the begin- 
ning of the period and nil at the end of 
the period. 


Sources of funds 


Decrease in working capital .......... $35,000 
Profit on realization of marketable 
SS. ees 15,000 


Although the logical procedure would 
be to show the funds receivable from the 
sale of marketable securities at $50,000 
and to remove the item of marketable 
securities from the supporting schedule, 
this procedure destroys the comparison of 
working capital as disclosed by the bal- 
ance sheet prepared for the shareholders. 
A similar situation arises where insurance 
realization takes place above the amount 
at which the life insurance (C.S.V.) 
classified as a current asset is carried on 
the company’s books. 


(2) Adjustments made through sur- 
plus affecting certain items of working 





Professor J. D. Campbell, 
M.Com., C.A., R.I.A., is associate 
professor of Accounting at the 
University of Alberta. After ob- 
taining his Master’s degree in 
Commerce from Queen’s Univer- 
sity, he was articled to Clarkson, 
Gordon & Co. and became a 
member of the Ontario Institute 
in 1938. .He served in the cor- 
poration assessing branch of the 
Income Tax Division at Ottawa 
before joining the faculty of Al- 
berta University. 





capital at the beginning of the period 
which if not so adjusted tend to distort 
the true picture of funds as applied to 
the item of working capital. 

An illustration of this is when the 
final determination of the tax liability re- 
sults in a credit adjustment to earned 
surplus representing the overprovision 
for taxes in prior years of $300,000. The 
reserve for taxes appearing in the sched- 
ule of changes in working capital shows 
a decrease of $250,000 with a net in- 
crease in total working capital of $150,- 
000. The adjusted picture would indi- 
cate a decrease of $150,000 in working 
capital and an increase in the reserve for 
taxes of $50,000. The difficulty arising 
from the tie-up of changes in the work- 
ing capital with the data disclosed by 
the published statements tends to result 
in a misleading picture. 

(3) A difficulty exists in bringing out 
the various significant changes in work- 
ing capital. This applies in businesses 
which finance their inventory require- 
ments by short term credit. It is also 
noticeable where the proceeds of a bond 
issue are held tentatively in the form of 
liquid assets to be used at a later date for 
the financing of fixed asset expansion. 
In the latter case certain concerns do seg- 
regate this type of funds from working 
capital and overcome the difficulty indi- 
cated. 
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If the increase or decrease in working 
capital representing funds is not consid- 
ered a residual, the above difficulties 
might be resolved by incorporating the 
detailed net changes in the working cap- 
ital within the fund statement. The 
major difficulty in this procedure would 
be the increase in the number of items 
in the statement and the resultant diffi- 
culty of grasping its overall significance. 

The problem which is faced in the in- 
terpretation of funds is one of decid- 
ing the amount of detail which should 
be incorporated in the statement. 


In considering the problem of detail 
two questions arise, one involving term- 
inology and the other involving the 
amount of detail. 


As the statement is prepared for the 
shareholders, it should be drafted as far 
as possible in non-accounting termin- 
ology — for example: 


Accounts Receivable 
Increase or decrease in credit ex- 
tended to customers. 


Accounts Payable 
Increase or decrease in credit re- 
ceived from suppliers. 

In considering the amount of detail 
which should be included in the statu- 
tory requirements, the general overriding 
principle of clarity should govern. Ex- 
cessive detail may result in defeating the 
primary purpose. The statutory require- 
ments as to content would be drafted in 
terms of general reference. This should 
allow for a degree of flexibility, but at 
the same time should make certain that 
fundamental relationships are revealed. 


Treatment of Charges to 
Operations Not Involving Funds 
This item is classified customarily as 

a source of funds. 


An examination of the detail included 
under this category raises a question as 
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to whether or not it reflects the mechan- 
ical requirement of balancing rather than 
to reveal the true nature of the items in- 
volved. 

The item of depreciation included un- 
der this category carries the implication 
that as the charge for depreciation made 
in the determination of profit does not 
require an outlay in the current period, 
the actual funds obtained from opera- 
tions represent the net profit prior to 
making the provision for depreciation. 
The question might be asked — should 
inventories sold during the current period 
be classified as a similar source? The 
answer is negative in this case as the 
item of inventories represents one of the 
items classified as working capital 
(funds). Although this answer is un- 
derstandable to the accountant, it is not 
likely to be to the businessman. As de- 
preciation represents the estimated rea- 
lization of fixed assets in the form of 
funds, it should be described as such — a 
procedure which the businessman will 
not find a great deal of difficulty in un- 
derstanding. 

The item of bond discount amortized 
is another item which sometimes appears 
under this category. If we were called 
upon to explain this item our response 
would not be so glib as in the case of 
depreciation. 

Bond discount represents the difference 
between the original amount borrowed 
and the amount to be paid at maturity. 
The accruing liability is not settled until 
the bond liability matures. In this re- 
spect the item of bond discount differs 
from fixed assets which involves an out- 
lay of funds at the date the fixed asset 
was acquired. 

The excess of the total interest ex- 
pense over the amount of interest actual- 
ly paid represents in reality “accrued 
bond interest payable”. It would appear 
preferable to use this terminology rather 
than that customarily found — “charge 





The Source and Application of Funds Statement 


to operations not involving an outlay of 
funds”. 

The following examples are presented 
in illustration of the various points which 
have been considered, covering the form 
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and content of the statement. The first 
statement is presented in its customary 
form and is followed by the second state- 
ment which incorporates the various sug- 
gestions offered. 


Statement I 
A. B. CO. LTD. 


STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
for the year ended 30 Sep 1949 














Source of funds: 
Puee etons FOr CNS GORE 2.5. Si nde a $ 351,600 
Add charges not involving an application of funds 
Depreciation _................ rt ore eee .. $ 68,000 
Amortization of bond discount . 1,000 69,000 
Net profit from sale of investments .............. 34,000 
Sale of 314% bonds (met) .............:::cees 285,300 
Decrease in working capital 787,900 
$1,527,800 
Application of funds: 
Purchase of fixed assets (met) ................... $ 509,100 
Redemption of 5% bonds (net) .......... 581,100 
Redemption of preferred shares ........ 117,600 
Dividends—preferred 6% — .....-.0..0.0000000.: $180,000 
CME INE ois ones dc caubisiduecadeaiovaees 140,000 320,000 
$1,527,800 
A. B. CO. LTD. 
STATEMENT OF CHANGES IN WORKING CAPITAL 
for the year ended 30 Sep 1949 
30 Sep 1948 30 Sep 1949 Working Capital 
Increase Decrease 
Cash on hand and in bank ....$ 126,700 $ 97,000 $ 29,700 
Accounts receivable  ........00.0... occ 513,000 521,000 $8,000 
Wrens oliisi.ciciscecs . 1,176,000 782,000 394,000 
Marketable securities ... ce osname 100,000 Nil 100,000 
$1,915,700 $1,400,000 $8,000 $523,700 
Less accounts and notes payable . 800,000 1,072,200 272,200 
Working capital bis $1,115,700 $ 327,800 $8,000 $795,900 
Eee eee ——— 8,000 
Net decrease in working capital $787,900 


=—S—S 
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Statement II 
A. B. CO. LTD. 


STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
for the year ended 30 Sep 1949 


Application of funds: 
Net expenditures on fixed assets: 


Expenditures on fixed assets ..............0:00005 


Less: proceeds from sale of fixed assets: 
Directly from sale of fixed assets ........ 
Indirectly through depreciation ........ 


Net redemptions of bonds and preferred shares: 


Bonds: 
5% bonds redeemed (par) ... $500,000 
Premium and expenses ........ ssc Ma OD 

Less: 
3% bonds issued (par) ........ 290,000 


Less expense of issue ............... 4,700 


Preferred shares: 
6% preferred shares redeemed (par) 
Premium on redemption ..................... 


Source of funds: 
Retained earnings: 
Net funds provided from profit from or- 
NN EE sb Us avtevsvidosesescacceus ' 
Less: dividends paid or provided for 
ae NOD IIS ooo ocoanv enact dasenckcwanesee 
eee INNER DIN 2525 ac ssssacsaveses zassbenseeseasevers 


Sale of marketable securities ......................::::0008 ; 
Realization of inventories ...................c:ccccceseeseees 
Increase in credit received from suppliers .......... 
Increase in accrued bond interest payable 

ROMER PRMMNIEUIIED 9 siocundccsucennlcscccdscncsscinestitcess 


Less: increase in credit extended to customers .... 


Decrease in cash on hand and in bank ................ 


$581,100 


285,300 


100,000 
17,600 


$180,000 
140,000 





272,200 


1,000 


$559,100 


118,000 


$295,800 


117,600 


$351,600 


320,000 


273,200 


8,000 


$441,100 


413,400 


$854,500 


$ 31,600 


134,000 
394,000 


265,200 
29,700 


$854,500 
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A comparison of the two statements, 
aside from the additional information in- 
cluded in Statement IT, will disclose, to 
the uninitiated, relationships and con- 
solidated amounts. These will carry a 
degree of significance which cannot be 
obtained from Statement I. 


General 


The question of support for the sug- 
gestion that the source and application 
of funds statement be included as a 
statutory requirement on the part of the 
directors, in making their stewardship re- 
port to the shareholders, rests upon 
whether or not there is an adequate jus- 
tification for the statement. If this is 
decided in the affirmative the related 
problem arises as to the nature of the in- 
formation required in its presentation. 
As noted from the comments previously 
made, this assumes added significance 
due to the lack of standardization both 
as to terminology content and form. 

There is no doubt that the statement 
in certain respects presents a more in- 
formative and more readily understand- 
able picture of certain aspects of steward- 
ship than either the balance sheet or the 
profit and loss statement. The strongest 
proof of this is the use of the statement 
by certain managements as a supplement 
to the statutory statements now presented. 


The second problem is perhaps the 
more difficult to resolve. In this instance, 
as in the case of the balance ‘sheet and 
the profit and loss statement, the direc- 
tives must of necessity be general in na- 
ture. The certificate of the auditors cov- 
ering this as one of the statements would 
tend to insure that in general the form 
and content would be of a nature to come 
under “‘a true view of the affairs of the 
corporation according to the best of their 
information, the explanations given to 
them, and as shown by the records of 
the company”. The only precautions 
which would have to be taken would be 
to require by statute specific information 
on certain items (total expenditure on 
fixed assets) in order to prevent the 
statement from degenerating into just 
another statement drafted in such a man- 
ner as to disclose a minimum amount of 
information. 


Although the above article has dealt 
primarily with the statement from the 
standpoint of a report on stewardship 
made by the directors to the shareholders, 
it perhaps carries wider implications in 
that it presents the financial information 
of corporations in a form which is more 
readily adaptable to the use in the eco- 
nomic field than the information which 
is at present available. 
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Professional Notes 


ALBERTA 


Messrs. A. H. Braden, C.A., and D. L. G. 
Porter, C.A. announce the formation of a 
partnership for the practice of their profes- 
sion under the firm name of Braden & Porter, 
Chartered Accountants, with offices at 11 
Merrick Bldg., Edmonton. 


NEWFOUNDLAND 
Mr. G. W. D. Allen, C.A., has been 


appointed Auditor General for the Province 
of Newfoundland. 


NOVA SCOTIA 


Nicoll, Barrow & Co., Chartered Account- 
ants, announce that henceforth their prac- 
tice will be conducted under the firm name 
of Barrow, Nicoll & MacIntosh, Chartered 
Accountants, with offices in Halifax and 
Sydney. 


ONTARIO 


Mr. Alan W. Jackson, C.A. announces the 
admission to partnership of his son, Mr. 
Moore I. Jackson, C.A. Henceforth their 
practice will be conducted under the firm 
name of Alan W. Jackson & Co., Chartered 
Accountants, with offices at Ste. 906-7, 
Northern Ontario Bldg., Toronto. 


* * * 


Mr. Paul L. Krauel, C.A. announces the 
opening of an office for the practice of his 
profession at 47 Merner Ave., Kitchener. 


Chartered Accountants Club 
of Western Ontario 


More than 80 members and guests at- 
tended the second annual At Home of the 
Chartered Accountants Club of Western 
Ontario held on February 3 at the Highland 
Club, London. The committee arranging 
this dance included Messrs. Angus MacFar- 
lane, N. P. Murphy, J. W. Carson, and Mr. 
F. B. Campbell, president of the club. 


* * * 


Hamilton and District 
Chartered Accountants Association 


The second meeting of the Hamilton and 


District Chartered Accountants Association 
was held on Tuesday, January 24, 1950 with 
approximately 200 people in attendance. The 
meeting was preceded by a dinner at which 
Mr. J. S. Reeves, C.A. presided. Head table 
guests included the following officials of the 
Ontario Institute of Chartered Accountants: 
Mr. Guy Smith, F.C.A., president, Mr. J. A. 
Wilson, F.C.A., vice-president, Mr. Harold 
Crate, F.C.A., vice-president, Mr. George 
Morrison, C.A., secretary, and Mr. Frank 
Buck, C.A., executive secretary and registrar. 
Following the dinner Mr. Guy Smith 
brought the greetings of the Ontario In- 
stitute. The speaker of the evening was 
Mr. J. G. Glassco, O.B.E., B.Com., F.C.A,, 
who discussed the new depreciation regu- 
lations. 


SASKATCHEWAN 
Regina Chartered Accountants 


Mr. R. J. Davidson, registrar of the Depart- 
ment of Education, was guest speaker at the 
Regina Chartered Accountants’ monthly lun- 
cheon held at the Kitchener Hotel, Wednes- 
day, December 14, 1949. His subject was 
“Larger School Units” with particular ref- 
erence to statement and accounting work. H. 
A. Hunt presided and H. S. Moffat thanked 
the guest speaker on behalf of the meeting. 
Out-of-town guests included E. C. Gerry, pro- 
vincial president from Prince Albert, and T. 
R. Wilder from Moose Jaw. Successful can- 
didates in the recent examinations were intro- 
duced. 

F. G. Copithorne, C.A., comptroller of the 
Saskatchewan Power Corporation was the 
guest speaker at the January luncheon of the 
Regina Chartered Accountants. Diplomas and 
prizes were presented to the successful final 
candidates of the last sitting. The presentations 
were made by E. C. Gerry, president of the 
Saskatchewan Institute. H. A. Hunt presided 
and the speaker was thanked by Louis Jacobs. 
Visiting guests at the function were F. T. 
Mace, Ottawa, and D. A. McKay, Winnipeg. 

The Regina Chartered Accountants Club 
February meeting, held at the Kitchener Hotel 
February 15, took the form of a panel dis- 
cussion on the new Income Tax Act, with 
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special reference to revised treatment of de- 
preciation, and recapture provisions. The 
panel consisted of W. M. Vicars, H. W. 
Bailey, W. G. Smith and R. H. Milliken, 
K.C. Moose Jaw members in attendance in- 
cluded R. L. Bamford, W. Cantlon, R. G. 


Obituaries 


Rutherford Williamson 


The Institute of Chartered Accountants of 
Ontario regrets to announce the death on 
February 2, 1950 of Rutherford Williamson, 
a member of the Institute since 1910 and its 
president in 1922. Created a fellow in 1921, 
he was again honoured late in 1949 by be- 
ing elected a life member. As a member of 
Council he served on the Advisory Board 
when the extra-mural study courses were in- 
augurated. In 1928 he was admitted to the 
Quebec Institute. 

Born in the Shetland Islands, he came to 
Toronto at a very early age and attended the 
Model School. In 1910 he founded the firm 
of Rutherford Williamson & Co., and con- 
tinued as its senior partner until his retire- 
ment three years ago. 

The sincere sympathy of the members of 
the Institute is extended to his widow and 
daughter, and to his son, Rutherford W. Wil- 
liamson, a member of this Institute. 


Alexander Naismith Mouat 


The Institute of Chartered Accountants of 
British Columbia announces with deep re- 
gret the death at Victoria, on January 6, 
1950, of Alexander Naismith Mouat in his 
87th year. 

Mr. Mouat was made an honorary member 
of the British Columbia Institute in 1919, 
and of the Manitoba and Alberta Institutes 
in 1929, for his outstanding service to the 
profession and to public life during his long 
career in the West. 

Born in Edinburgh, he came to Canada in 
1882 and joined the 90th Regiment of Win- 
nipeg (“The Little Black Devils”) in the 
second Riel Rebellion three years later. He 
served at the battle of Fish Creek, the cap- 


McCartney, K. Vanlderstine, T. R. Wilder, 
and senior students were also present. H. A. 
Hunt presided and D. J. Shaw expressed the 
thanks of the meeting to the panel for their 
efforts. 


ture of Batoche, the relief of Prince Albert, 
and at Battleford and Fort Pitt. He fought 
against Chief Big Bear. 


The late Mr. Mouat was associated with 
the Hudson’s Bay Company for 20 years, and 
by 1899 he had become the company’s chief 
inspector. In 1913 he was appointed auditor 
of the City of Edmonton, and in 1915 was 
made the city’s first comptroller. As comp- 
troller he set up a system of pre-audit which 
was acclaimed by financial authorities every- 
where. In two years Edmonton’s controllable 
expenses were reduced by $1,209,000. 


After British Columbia elected the Brew- 
ster Government in 1916, a new audit Act 
created a post of comptroller-general which 
Mr. Mouat was asked to accept. In this 
position he reorganized the accounts of the 
Province, giving British Columbia a most 
modern and efficient accounting system. He 
remained in this office until his retirement 
in 1929. 

To his widow the members of the Institute 
extend their deepest sympathy in her be- 
reavement. 


Donald C. McBride 


The Institute of Chartered Accountants 
of Alberta announces with deep regret the 
death of Mr. Donald C. McBride in his 41st 
year. Mr. McBride was born in Montreal 
and graduated from McGill University in 
1933. In 1946 he moved to Brooks, Al- 
berta as resident partner of W. F. Reid & 
Company, Chartered Accountants, of Cal- 
gary. Recently Mr. McBride took over the 
Brooks branch of this company in his own 
name. 

To his widow and family, the Institute 
offers its sincere sympathy. 
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NOTES AND COMMENTS 


E ARE amused to have come across 

a balance sheet with preferred 

share capital but no balance for com- 

mon stock. Without knowing anything 

about the theory of relativity, and less 

of its recent amplifications, we had in- 

nocently supposed that preferred stock 

must be preferred as to dividends rela- 
tive to some other class of stock. 

As a matter of fact, the theory of rel- 
ativity still holds. We find that there 
are n.p.v. common shares authorized and 
issued after all, but that the total amount 
was attributed to surplus and used to 
write down intangible assets. 

As long as a nil balance in common 
share capital account does not cause the 
directors to forget about the poor com- 
mon shareholders altogether, we do not 
see that the book entries made should 
prejudice their position very much. (The 
common shareholders would not likely 
receive anything on liquidation, balance 
or no balance in their account). Nor 
can we see how this situation would pre- 
vent a declaration of dividends on com- 
mon shares, and if that is so, no doubt 
the stock would have a market value too. 


CLIPPING on our desk relates the 
results of a contest held by The 
Financial World magazine of New York 
City to judge the best annual reports of a 
year ago. What interests us is the panel of 
judges: two financial editors, an econo- 
mist, a university professor, a public re- 
lations consultant, and an artist. The 
personnel of the board of judges indi- 
cates, we suggest, a decision to give many 
points for appearance as well as content. 
The omission of a practising account- 
ant from the board of judges was no 
doubt well-advised. We are aware that 
practising accountants are sometimes res- 
ponsible for the published annual reports 
that appear, and we would agree that a 
father ought not to be put in the posi- 
tion of having to judge his own daugh- 
ter at a beauty contest. It has always 
seemed to us that the role of spectator 
in these affairs is at least as satisfactory 
as the judges’ and we personally will be 
interested next year (as we were this 
year) to learn the identity of ‘Miss An- 
nual Report of 1949”. 


SOLUTION TO LAST MONTH’S PUZZLE 


Mrs. Weller was 18 years old when 
married. 
Proof: Let Mrs. Weller's age at mar- 
riage == x years 
Let Mr. Weller’s age at mar- 
riage = y years. 


Then y = 3x (1) 
and y + 18 = 2(x + 18) (2) 
Substitute equation (1) in equation 
(2): 
3x + 18 = 2x + 36 
x = 18 years 
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PUZZLE 

The single seven in this skeleton of a 
division is the only seven that occurs. 
Though there is no other clue but one 
single figure, the solution of the puzzle 
is not difficult. 

(From: Have Fun With Figures by 
Joseph Degrazia, author of “Maths Is 
Fun’’). 


CORRESPONDENCE 


Kitchener, Ontario 
Sir: In connection with the solution presented 
of the Growing City problem in the Decem- 
ber 1949 issue, there is a point involved 
which I consider extremely vital in municipal 
accounting and which was not brought out in 
the solution. Perhaps it was assumed but in 
any case, I feel that the treatment of it was 
sufficiently important to wafrant its mention. 
This is the redemption of bonds on January 
1, 1947 of $50,000.00 “in accordance with 
the terms of the issue”. It is my understand- 
ing that whether a municipality issues serial, 
instalment or sinking fund debentures, the 
amount of principal coming due in any year or 
an amount required to provide for the sinking 
fund is an expense for the year. The solution 
to this problem does not show $50,000 added 
to the expenses for 1947. Perhaps it has been 
assumed that the expenses of $469,700 in- 
clude the $50,000, but from the trial balance 
presented it appears to me that the only entry 
made on redemption of the bonds was a debit 
to bonds payable and a credit to cash. 
Another point on which I would like to 
comment is the propriety of setting up ac- 
crued interest on bonds. While it is the cus- 
tomary procedure in most business enterprises, 
I believe that in municipal accounting it is 
not always done. Budgets are prepared at the 
beginning of the year and include an expense 
called debt charges which comprises all prin- 


cipal amounts of serial debentures coming due 
as well as all interest due and payable in that 
year. 


R. W. WETTLAUFER 
i 
Editor’s reply: We agree that in the case 
of municipalities the principal of bonds falling 
due withia any year may be charged to ex- 
pense, but cannot see in what way the prob- 
lem suggests this has not already been done. 
If any adjustment had been expected, we think 
that the actual treatment on the accounts 
would have been described in the same way, 
for example, as the actual entries made upon 
the purchase and disposal of trucks. 
In other words we think one would be 
entitled to assume that the following entries 
had already been made: 


Current account 


Dr. Expenses: .............. 50,000 
CE GRMN oe. 558 5235 50,000 
Capital account 
Dr. Bonds payable .... 50,000 
Cr. Property ........ 50,000 


One way of justifying the credit to prop- 
erty account (as above) is that where bonds 
have been issued to finance the acquisition 
of property, the cost of their redemption may 
be treated as an expense in lieu of charging 
depreciation on the property. 
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There is a further point involved, and it 
has to do with the fiscal year in which the 
above entries would be recorded. We are 
advised that it is a recognized municipal prac- 
tice in budgeting for a given year to include 
debt charges maturing or due on January 1 
of the following year. Since the bonds in 
question were redeemed January 1, 1947, the 
cost of their redemption may then have been 
taken up in the year ended December 31, 
1946, although we think this assumption 
would not affect the solution to the problem. 
In any case it appears to answer the question 
about accrued bond interest. While it is not 
the practice to “accrue” expenses in municipal 
accounting, a liability falling due on the first 
day of the following year would be included 
in expenses of the current year. (The result- 
ing liability is sometimes shown on the bal- 
ance sheet as a “pre-levy” because it has been 
provided for in the current year’s budget). 

& *. e 
Moose Jaw, Saskatchewan 


Sir: I have recently come across some prob- 
lems in regard to preparing balance sheets of 
parent and subsidiary companies and am won- 
dering what the position of the parent’s in- 
vestment in the subsidiary would be if the 
subsidiary subsequently issued more shares. It 
would be a question of whether the percentage 
of the parent’s investment would decrease and 
the manner of making elimination of sub- 
sidiary’s surplus and capital stock also 
changing. 

The Dominion Companies Act (s. 12(7)) 
makes provision for the issue of no par value 
shares and the portion of the consideration 
that may be set up as distributable surplus. 
A definite provision is made regarding the 
issue of shares upon acquiring a going con- 
cern with a surplus, and the point I would 
like to know is what part of the consider- 
ation could the company set up as distribu- 
table surplus if it issued no par value shares 
for a going concern that has a deficit. 

Any information that you could supply 
regarding these two problems would be ap- 


preciated. 
HERBERT HUNT 


Editor’s reply: Relative to the further issue 
of stock by a subsidiary, our view, for what 
it is worth, is this: the incident would not 


change the original purchase discrepancy (or 
“goodwill of consolidation”) figure, but the 
minority interest in both capital and surplus 
must be made to correspond with the per- 
centage of shares held by the minority group 
at the date of the consolidated balance sheet. 
It is therefore necessary to make such a trans- 
fer from consolidated surplus to minority in- 
terest as will make the liability to the min- 
ofrity group equal to its new percentage in- 
terest in the surplus of the subsidiary at the 
date of the consolidated balance sheet. 

We find this point especially interesting, 
and are including below a problem dealing 
with it for the consideration of readers. 

Section 12(7) of the Dominion Companies 
Act seems rather equivocal but we believe 
there is now a general view that the greater 
of (a) 25% of the amount credited to share 
capital or (b) the surplus of the company 
acquired, may be treated as “distributable 
surplus”. Accordingly, we would say that 
25% of the value assigned to the shares 
issued could still be set aside by a resolu- 
tion of the directors even though the com- 
pany acquired had a deficit. 


Professor Smails at pp. 281-2 in his Ac- 
counting Principles and Practice gives an 
illustration of the point and states that his 
solution “construes the act to mean that the 
purchasing company can still treat 25% of the 
proceeds of the issue of the shares as dis- 
tributable surplus even though this exceeds the 
amount of the earned surplus of the vendor 
concern. If there was doubt as to the validity 
of this construction the transaction could be 
put on a cash basis by the exchange of 
cheques . . . between the companies”. In 
other words the purchasing or expanding 
company could negotiate the purchase by two 
separate transactions. It could issue the shares 
for cash to the other (“vendor”) company. 
This would certainly entitle it to treat 25% 
of the proceeds as distributable surplus. Then 
with the proceeds of the issue the purchasing 
company could buy the assets of the other 
company. 


* * * 
Montreal, Quebec 


Sir: I would like to point out what appears 
to me to be an inconsistency in the solution 
to Problem No. 6 in the October, 1949 issue 


f 
; 


=e a 
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of The Canadian Chartered Accountant. This 
was question No. 7 of Accounting Paper No. 
3 in the November 1948 final examinations. 

In the solution given the net loss in 1946 
was $6,950 and is deducted from the taxable 
profit in 1945. This net loss of $6,950 is 
after elimination of non-taxable revenue in the 
form of dividends from other Canadian Com- 
panies totalling $1,700. There is a footnote, 
however, that the Tax Department takes the 
stand that loss must be determined by in- 
cluding non-taxable revenues. It would seem, 
therefore, that if the footnote is correct, and 
I believe it is, the amount of loss which 
should be carried back to the 1945 year should 
be $6,950 less $1,700 or $5,250. 

In this connection I would refer you to the 
report on the Luscar Coals Limited case in 
the February 1949 issue of the Tax Review 
where it is pointed out that this particular 
case presumably applies to years prior to 1944 
but not to the 1944 and subsequent taxable 
years because of a slight change in wording 
of s. 5(1)(p) of the Income War Tax Act 
in 1944. This would seem to be the basis 
of the footnote to the problem and of the 
reduced amount of loss to be carried to 1945 
which I have indicated above. 

C. D. MELLOR, C.A. 


Note: As pointed out by Mr. Mellor, sub- 
sequent to the marking of the 1948 papers 
the Exchequer Court held in the Luscar Coals 
Ltd. case that such dividends received were 
properly excluded in the computation of the 
loss sustained in the process of earning the 
income for 1942. Cameron J. stated “I re- 
gard the use of these words [“in the process 
of earniaug the income”] in the subsection as 
a provision requiring a departure from the 
ordinary commercial principles, and conferring 
on the appellant a right to deduct, not the 
net losses incurred in the prior year, but its 
losses incurred in the operating of its business 
of coal mining”. The inference is that when 
the statute was changed in 1944 and the 
words “in the process of earning the income” 
were dropped, the loss would be calculated 
by deducting such dividends received from 
the loss on operations. 


No doubt the note in the solution was in- 
tended to point out the conflict in interpre- 
tation, which had not been resolved at that 
time. 


It should be added that for 1949 and sub- 
sequent taxation years exempt dividends are 
expressly excluded from the computation of 
losses for carry-over purposes by the definition 
in ITA s. 127(1) (w). 

C. L. KING, B.Com., C.A. 


A Problem For Those Who Are Interested In Consolidations 


On 31 Dec. 1948 the condensed balance sheets of two companies were as follows: 


Current assets ....... Bes et ANe 


Fixed assets .. 


Current liabilities ...... 


Reserve for depreciation .................0006 
Share capital ($100 par value in each case) ..........0.000... 
Earned surplus ................. renee 


A Ltd. B Ltd. 
pete Re eo aes $137,000 $ 28,000 
290,000 150,000 


$427,000 $178,000 


$ 20,000 $ 28,000 


ened ciceietertees Stes 100,000 40,000 
200,000 100,000 
seeieri seer 107,000 10,000 


$427,000 $178,000 


On 1 Jan. 1949 A Ltd. purchased 900 shares of B Ltd. for $108,000. 

On 1 May 1949 B Ltd. issued 500 further shares to the public for cash, $100 each. 

Each company has provided for depreciation by the reducing balance method at 20% per annum. 
Current liabilities are the same amount at 31 Dec. 1949 as at 31 Dec. 1948. 
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The record of net trading margin and dividends of the two companies is as follows: 


A Ltd. B Ltd. 
Net trading margin 1 Jan — 30 Apr 49 ... ges ‘$ 7,000 $ 6,000 
Net trading margin 1 May — 31 Dec 49 . dyes h 15,000 19,000 








22,000 25,000 








Dividends declared and paid during 1949: 
March: $7.50 a share on A Ltd. shares 


and $12.00 a share on B Ltd. shares _ 15,000 12,000 
October: $7.50 a share on A Ltd. shares 
and $12.00 a share on B Ltd. shares 15,000 18,000 








30,000 30,000 








Required: Work sheet for the consolidated balance sheet at 31 Dec 1949. 
(Our suggested solution appears after the regular problems and solutions). 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect of 
course the personal views and opinions of the various contributors. They are designed not 
as models for submission to the examiner but rather as such discussion and explanation of 
the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 

PROBLEM 1 
Intermediate Examination, October 1949 
Accounting I, Question 2 (12 marks) 
L. A. Z. CLARK CO. LTD. 


PROPERTY ACCOUNT 


Date 
1949 Dr. Cr. Balance 
Jan. 1 Balance forward " $46,300 $ $ 
‘20 Machine “X” — invoice price 8,340 
24 Machine “X” — freight .............. 650 
29 Machine “X” — cash discount .... 166 
31 Machine “X” — installation ..... ; 525 
Machine “Y” — removal costs .... ake 430 
Machine “Y” — sold for salvage ............. Bs 900 
Machine “X” — repairs ................00.. 400 Dr. 55,579 


In January, machine “Y” which was recorded on the books at a cost of $6,000, and 
against which depreciation in the amount of $2,500 had accumulated, was replaced by 
machine “X"’, a second-hand but newer model machine which is expected to increase the 
output of the department by 50%. However, in the installation of machine “X”, certain 
parts of the machine were found to be unsuitable and were replaced at a cost of $400. 
Machine “Y” was sold for salvage for $900. 

Required: 

State whether each entry in the above account is correct or incorrect, and why. For 
any entry which is incorrect, make the necessary adjusting entry. Include any entries 
necessary to record the disposal of machine “Y”’. 


ee 


ee 


ee 


auUlUrs_ ee 
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A SOLUTION 


It is presumed the opening balance is correct. The following entries all represent 
costs of acquiring fixed assets and putting them into service, and so are all correct 
charges: 


PURRCHININE) I ESV OCS PICO iiss cccien x ceenScescessonsaysccencaccss. GESLO 
™ YY WRONG «4520: Bs Pil So NS Sa hia cn Cann sede 650 
: © ANEURIN a2 ci SS sear 525 


The credit of $166 for cash discount is a proper entry in the account because it is a 
reduction in the cost of the machine. 

The removal costs of $430 in connection with machine Y should be charged to a 
special account opened in connection with the sale of this machine. Any profit or loss 
from this sale should be taken into the profit and loss account. 


Entry required: 
Dr. Machine Y — disposal account ......... Se eee 
ROS ROM ORD OCONEE ca Lah rea ug Sk ty vals Crest vases easeacaia deat culeta tects ‘ $430 
The sale of machine Y for salvage should be put through the machine Y disposal 
account. It will be necessary to remove from the property account the full cost of machine 
Y. The entries required: 


BR ee Ne RECN roo 8o28tcs Sb act es ee nna ee Paciad akan, Oe 
Wiis UMA UREMT) CROTNARMESR DN 55560 hi de bs care ere ancbva bss Yaa cagsa Avezedee eves $900 
Dr. Reserve for depreciation ....................... eases eee otaooce tho nine Ca eTS! $2500 
REN Ao NRENINN oo isa sacs hds) atac sd vess steerer ates aSrrcrsxhohsaneheueets 3500 
TE eS en $6000 
The balance in the machine Y disposal account is then transferred: 
TOE, RG WGN Or I ORB 5s occ dasoncccin de Sedecserckicbiar tecaereaee $3030 
ee ANN 1 TROON ooo cto. cede calc ene: RO ebka es $3030 


The entry to record $400 repairs necessitated by the change in parts of machine X 
is properly chargeable to property account. This expense was required in order to put 
the machine into running order and increases the cost of the machine. 


PROBLEM 2 
Intermediate Examination, October 1949 
Accounting 1, Question 3 (5 marks) 


Financial statements prepared for the X. L. Co. Ltd. show a decrease of 17% in gross 
profit for the year ending 30 Jun 1949. 
Required: 

Indicate which of the following could contribute toward such a decrease in the gross 
profit: 

(a) Sales volume increased, price unchanged. 

(b) Sales price increased, volume unchanged. 

(c) Inventory of goods much higher at end of year. 

(d) Basis of pricing inventory changed from FIFO basis to LIFO. 

(e) Collections are made more promptly, resulting in more cash discounts being 

granted to customers. 

(f) Cost of goods purchased increased, sales price remains same. 

(g) Petty thieving of stock by sales clerks. 

(h) Sales volume decreased, price unchanged. 

(i) Obsolete goods included in the inventory at beginning of year written off during 


the year. 
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(j) Office supplies included in purchases of goods. 

(k) Purchases shown as office supplies. 

(1) Cost of goods purchased decreased, sales price unchanged. 

(m) Fictitious sales reported so sales clerks can get commission. 

(n) Decrease in rate of turnover of merchandise. 

(0) Increase in rate of turnover of merchandise. 
Note: 

A mark will be deducted for each item incorrectly stated to. contribute to the re- 
duction in gross profit. 


A SOLUTION 
The following could contribute towards such a decrease in gross profit: 
(d) (h) 
(e) (i) 
(f) G) 
(g) 
PROBLEM 3 


Intermediate Examination, October 1949 
Accounting I, Question 4 (15 marks) 


The Mae Ker Co. Ltd. manufactures threshing machines which it sells through various 
agencies on a consignment basis. The agencies report and remit to the Mae Ker Co. on 
the 25th day of each month, making a deduction for commission of 20% of the sales 
price of machines sold. On 12 Jun 1949 the Mae Ker Co. shipped to the A. Genchsay 
Co. 8 machines each of which cost $600 to manufacture. The sale price is fixed at $1000. 
Freight amounting to $100 on each machine was paid by the Mae Ker Co. 

On 16 Jun the A. Genchsay Co. paid drayage charge of $50 per machine and as- 
sembling costs of $25 per machine. 

On 20 Jun the A. Genchsay Co. sold 2 of the machines, and on the 28th, 3 machines 
were sold. 

The Mae Ker Co. maintains continuous inventory records and takes off statements 
monthly to show, amongst other things, the profit or loss on consignment sales. 

Required: 

(a) Entries in journal form of the Mae Ker Co. Ltd. in respect of the foregoing 
transactions for the month of June, 1949. 

(b) Entries in journal form of the A. Genchsay Co. in respect of the foregoing 
transactions for the month of June, 1949. 

(c) Statement of profit on consignments for the Mae Ker Co. Ltd. for the month 


of June, 1949. 


A SOLUTION 
(a) BOOKS OF MAE KER CO. LTD. 
12 Jun — Consignments — out spss $4,800 
Finished goods ....................-+- Ce ee eT ee ere 4,800 
Consignments accounts receivable ................ srficasdeaccrmnvicets; )¢ MAOOe 
Consignment sales ................... yaks youn otc tepckan! AG aspsianed 8,000 


8 machines costing $600 each, selling price $1000, consigned 
to A. Genchsay. 


oR 


Se EEE 


ER 


a 


f 
f 


a 


———— 
SEER 


25 Jun — 


* Expenses 


(b) 
16 Jun — 


20 Jun — 


25 Jun — 


28 Jun — 
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Prepaid consignment expenses 
A aire crore 
Freight on machines * 


Cash . Sect, 

Drayage, 8 machines @ $50 

Assembling 8 machines @ $25 

Commission 2 machines, 20% . 
Consignment accounts receivable 

Net proceeds of sales of 2 machines. 


Consignment sales ..... 
RMSE occ ents ; 
Cost of goods sold on consignment 
Consignments — out 
Cost of 2 machines sold. 


Prepaid consignment expense 

MU oa io Sei edhe as occeayiasna ls 

PAGE 52s ict eis Ms rer 
Expenses applicable to 6 machines remaining unsold. * 


Freight on consignments 
Prepaid consignment expense 
Freight on machines sold. 


may also be inventoried. 


BOOKS OF A. GENCHSAY CO. 


Consignment — in , . 

NER seco esas tage ene tes ot ie, See ts oats weeny 
Payment of drayage expense, $400, and assembling costs, $200, 
on 8 machines received on consignment. 


RR eh ees sic: 
Consignment — in 
Sale of 2 machines. 


Consignment — in ........ 

Re Sec cst ees ere Fa 

Commission ..... Ped eaten sisaiepa atest or 
Remittance to Mae Ker Co. Ltd. of net proceeds after com- 
mission of 20%. 
SMR cckcccoxincaiupeebenitiyes yectei SesacctipcsNitondas tS sula ceca i 


Consignment — in . 
Sale of 3 machines. 


800 


1,000 
400 
200 
400 


2,000 


1,200 


450 


200 


600 


2,000 


1,400 


3,000 


143 


800 


2,000 


2,000 


1,200 


300 
150 


200 


600 


2,000 


1,000 


400 


3,000 
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(e) MAE KER CO. LTD. 
STATEMENT OF PROFIT ON CONSIGNMENTS 
for month of June 1949 














RN ccc ec. $2,000 
Less cost of goods sold 1,200 
Gross margin on sales ...........0......... Sa RSTO eas NS ls SB Ons Fa 800 
eISSN 50-5, oasis cas snccsheuy nays yeetib dks seas séenessncs sania deesasaenivanesnesacesseies 200 
I coe os Cre lel a antes eh knee Rats eS, 100 
aN 8 Sector o-oo asc hs vay cas bebe «Sessa me ges me eae Pa 50 
III ene ote re Rie dk ae ee 400 750 
PPE NEON OID CAPIRUREEEREIOD TRE BRN oon. asc sicsctvevnsnconcesseniasecrenesssssnsnsccossavozsncanesasboyese $ 50 
PROBLEM 4 
Final Examination, October 1949 
Accounting Ill, Question 1 (15 marks) 
NOTT E. NUFFDOE CO. LTD. 
(Incorporated under Dominion Companies Act) 
BALANCE SHEET 
as at 31st December 1948 
ASSETS 
Current Assets: 
Cash on hand and in bank . Ee ee wate ve $ 16,000 
Accounts receivable ............ Peay ed bs web tot Re ... $ 46,000 
Less allowance for bad debts ............ Lee eee 3,000 43,000 
Inventory of goods on hand at lower of cost or market .... 170,000 
Dominion of Canada bonds at cost (m.v. $80,000) .......... 75,000 $304,000 
Fixed Assets: 
SU Scio ths mA Uss Sun Rees AGE emeat Cac Eaa seal hes plesteencee $126,000 
Buildings and machinery at COSt ............0ccccceeeeee $395,000 
Less allowance for depreciation RR ar ae ... 187,000 208,000 334,000 
ae MN UN ea aces eacip sess cc nngy cS Ub nos tp doeoras ste 1,540 
Goodwill at cost (in 1940) .... 16,000 
$655,540 
LIABILITIES, CAPITAL AND SURPLUS 
Current Liabilities: 
Accounts and notes payable—trade what, Nita Axe Uigest $ 95,000 
Ne NIE NE RNIN eos scan caso savor ca shake excastead ve 28,000 
Accrued wages and salaries DASee as eriatit sere ee 14,000 
Interest on mortgage payable . ; Ree oe, 3,000 $140,000 


5% Mortgage on buildings. $30,000 due 31 Dec 1948 and 
BE BCC BORD sssscrcoonss sgsor eee eaehaLieeka ideas \<Anvoninrencceciions 


60,000 


a ET RR NETTIE 


SEP aPC 


| 


| 
| 
| 


TPS 
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Capital and Surplus: 
5% redeemable preferred, redeemable at $105, 1,000 


MINN TUE NN 5-280 Soe Sic a trata dens ade a tLe’ $100,000 
Commoa; 4000 shares @ $100) ..............22..:60scccssssscccacsss. . $400,000 
NE MINER 5,203: pecs eis iilactdvadatbiewcetetinkctatt Waa Maveianeees 80,000 320,000 
ROMER MULLING ood shy scan ses a sitlhvn Gibiiiet el oiatiuarenetibaunesens 25,000 
RE SNIRNMNI 8 eet thes ansenashe eared foaasanss oteesn ; 10,540 455,540 
$655,540 


For various reasons, it has been decided to wind up the company. The four principal 
shareholders, Doe, Ray, Me and Faw, agree to form a partnership and continue business 
together using the fixed assets of the company. 


The shareholdings of Doe, Ray, Me and Faw in the company are as follows: 


Common Preferred 
Doe—800 shares 80% paid 150 shares fully paid 
Ray—700_” oe 100” Se 
Me—700 ” “ - 100 
Faw—700 ” 2 100 


The fixed assets, together with prepaid insurance, are taken over at a valuation of 
$300,000 and the new partners agree to assume the mortgage after the company has made 
the 1948 payment. 

Upon liquidation, $35,000 is realized from accounts receivable, $180,000 from inven- 
tories and $80,000 from Dominion of Canada bonds. 

Current liabilities are all liquidated by the company. 

Required: 
Journal entries to record liquidation of Nott E. Nuffdoe Co. Ltd. 


A SOLUTION 


UR ORAS en a a ie aE a cas Bhs scacedietyin J aca $639,540 

PIIRNNE ES A GUIE PR ANGIE NNED 525s es cep ssccducsdvcstsanciienccsrla eens, , 3,000 

Allowance for depreciation ............... eh ses ctiied cetteabicata deeatialte Cia RNR Oe 187,000 
Pa RA TIMOR CORI 2 se a ls cod heen tarontn donne en eNO $ 46,000 
MOERROEN, «eects coctcastixessscuiiseoeigeaceess ays sasiict ahd asolrav cipgsstsbapysngencbadenears 170,000 
PO OIEIDIE OF CCANBAR DONO — o.56.0:s0stsessscinis Sales areriesdiccccesiscteweunarens 75,000 
I aM I ie Uae Fi ae Se lea id 126,000 
MOUCGIORS GNA MARCHINETY 6.22.2 sissies icici. eds cscsesec cess. vipa te Lapeer: 395,000 
MIR NOMI MI  s  cses 8sc ce Gik seh Scoe te Nose Greta EE 1,540 
NaNO eee ee Sts sasSewtins 2 Haein Ri etAeiee ees 16,000 


Close assets to realization account. 


UR a ethc hea eee cree eee PAO ech Se eile teeta Se 295,000 
MINNIS 8202s sspcss se ahs cca ses plccde taser GR ee eatees 295,000 
Rr mNMAE A REMMI 08 osx sic 3psvsdi cece aussie Sissi acslncow seed ehions $ 35,000 
SPIRENT 9 a oe geo sce eae tn taut dated weetenblisy 180,000 
BPwMIMION OF Canada BORKS anike..cseciissvssssescsssacssanovsseseaqnssesseseess 80,000 
$295,000 
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Accounts and notes payable — trade 95,000 
Income tax payable ..... ; Bpiecaiteeesd a 28,000 
Accrued wages and salaries ..... 14,000 
Interest on mortgage _....... ; ee 3,000 
Mortgage — 1948 payment 26 : 30,000 : 
Re enn ; : ‘ 170,000 


Payment of current liabilities. 


Doe, Ray, Me and Faw purchase account 270,000 
Mortgage payable bale oct ces Bey he cick te 30,000 
Realization Porat ‘ cal 300,000 


Transfer fixed assets, prepaid insurance and mortgage payment. 


Preferred shareholders : 100,000 
Realization ................. ; Sita ; Asati 5,000 
IRS rr re ON EN a tat hs Dae eer 57,750 
Doe, Ray, Me and Faw Purchase account Sy 47,250 


Payment of $105 per share to preferred shareholders. 
Doe, Ray, Me and Faw own 450 shares. 


ee gr 


Cash ee Bs ee et 900 
Doe, Ray, Me and Faw — Purchase ...............0.0..ccecceeeeee 900 
Total equity of partners: 47,250 + (29 x 306,000) = 269,100. 
40 
Purchase of fixed assets = 270,000. Difference of 900 paid in cash. 
Common shares 400,000 
Capital surplus ........ ee fap Nisa ieces 25,000 
Barmed eurplus  ...............:.........:.. Scores eet 10,540 
Realization account be pila tal oe conNese s, 49,540 | 
Common shareholders ‘ sel 306,000 
Common shares uncalled ey 80,000 
Close capital account. 
Common shareholders pesstcces eee hes ous eS 306,000 
Ee gee ae ee ere aca Tee 84,150 
Doe, Ray, Me and Faw purchase account se ; 221,850 


Pay off shareholders. 





000 


000 


750 
250 


100 


40 
00 
0 


10 
10 


Sener erererreneerenmeemenenennneen 
LE NF ee er eer ae ng ree ene 
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Suggested Solution to Consolidation Problem 
SCHEDULE I 


147 


CHANGE IN BALANCE SHEET ITEMS 31 DEc 1948 - 31 DEc 1949 


CURRENT ASSETS 

Balance 1 Jan 1949 ........... 

Add: 
Operating profits for 1949 
Depreciation expense _.............. 
Dividends received from B Ltd. 


March — 900 shares @ $12 . 


October — 900 shares at $12 


Issue of shares for cash ............. 


Deduct: 
Cost of investment in B Ltd. 
Dividends paid — 1949 ..... ‘ 


Balance 31 Dec 1949 


EARNED SURPLUS 
Balance 1 Jan 1949 
Add: 
Operating profits for 1949 .. 


Dividends received from subsidiary 


Deduct: 
Dividends declared 


Balance 31 Dec 1949 . 
RESERVE FOR DEPRECIATION 
Balance 1 Jan 1949 ............. 


Add Provision for 1949 


Balance 31 Dec 1949 


A Ltd. 
$137,000 


$ 22,000 
38,000 


10,800 
10,800 
81,600 
218,600 


108,000 
30,000 


138,000 


$ 80,600 





$107,000 


$ 22,000 
21,600 


43,600 
150,600 
30,000 


$120,600 


$100,000 
38,000 


$138,000 








B Ltd. 


$ 28,000 


~~ 


25,000 
22,000 


$ 50,000 


97,000 


125,000 





30,000 


30,000 


$ 95,000 








$ 10,000 


$ 25,000 


25,000 
35,000 
30,000 


$ 5,000 


$ 40,000 
22,000 


$ 62,000 





The Canadian Chartered Accountant, March, 1950 


SCHEDULE II 


ELIMINATIONS 
(1) Purchase discrepancy: 
Cost of investment in B Ltd. ..........00000000..... $108,000 
Equity acquired in B Ltd.: 
Share capital — 90% of $100,000 
Earned surplus — 90% of $10,000 ..... 


(2) Minority interest in B Ltd. 31 Dec. 1949 
Share capital — 40% of $150,000 . 
Earned surplus — 40% of $5,000 


$ 62,000 


Note: The minority interest gained $1,200 at the ex- 
pense of the parent company when shares of the sub- 
sidiary were issued 1 May at par. The earned 
surplus of B Ltd. at 30 Apr 1949 was $4,000. 
Therefore the loss to A Ltd. was 
(9/10 of $4,000) — (9/15 of $4,000) = $ 1,200 


SCHEDULE III 
Work SHEET FOR THE CONSOLIDATED BALANCE SHEET DECEMBER 31, 1949 
DEBITS: 
As at 31 Dec /49 Eliminations Consolidated 
A Ltd. B Ltd. Dr. Cr. balance sheet 


Garrent assets .............i000:000... 80,600 95,000 175,600 

Fixed assets ...... 290,000 150,000 440,000 

Investment in B Ltd. (at cost) ..... 108,000 108,000(1) 

Purchase discrepancy 9,000(1) 9,000 
478,600 245,000 624,600 


CREDITS: 
Current liabilities cee. 20,000 28,000 48,000 
Reserve for depreciation ............_ 138,000 62,000 200,000 
Minority interest 62,000(2) 62,000 
90,000(1) 
Share capital .... ; ... 200,000 150,000 60,000(2) 200,000 
9,000(1) 
Earned surplus. é ..... 120,600 5,000 2,000(2) 114,600 
478,600 245,000 624,600 


Editor’s Note: Comments and criticisms of the above solution are invited from readers. 








